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WAR ON POVERTY-VICTORY OR DEFEAT? 



THURSDAY, JUNE 20, 1985 

Congress of the United States, 
Subcommittee on Monetary and Fiscal Poucy 

OF THE Joint Economic Committee, 

Washington, DC- 

The subcommittee met, pursuant to notice, at 10:15 a.m^, in room 
SD-138, Dirksen Senate Office Buildmg, Hon. Steven D. Symms 
(chairman of the subcommittee) presiding. .„.:„„e 

Present: Senators Symms and D'Amato; and Representatives 
Hawkins and Scheuer. ,. , ^-,1 . 

Also present: Charles H. Bradford, assistant director; and Chris 
Frenze and Ed Abrahams, professional staff members. 

OPENING STATEMENT OF SENATOR SYMMS, CHAIRMAN 

Senator Symms. Good morning. , „ , „ ,„u„ 

We welcome Congressman Hawkins and all the witnesses who 
are here with us this morning. It gives me great pleasure to wel- 
come all of you here today to examine the basxc features of the Wc^r 
on poverty programs and see what conclusions may be drawn about 
their impact. As we know, the effectiveness of these poverty pro- 
grams has been debated for many years. . , ^;tK 

There isn't anyone in this country that isn t dissatisfied with 
poverty, high unemployment-concentrated in many cases among 
minoritles-^lack of educational opportunity and related social 
problems. The question is whether programs designated to help tne 
poor are having the unforeseen effect of actually hurting them. 

Several years ago the President stated: 

The welfare system is antiwork, antifamily, inequitable in its treatment of the 
pjr and Sul of the taxpayers' dollars It provid^ ^^.^'ncrand K 

In most cases two-parent families are not eligible for cash assistance and, there- 
fore! a work'^ father often can increase his family's income by leaving home It 
discourages work 

It has been 8 years since President Carter made this statement 
in a message to Congress, and the debate continues. 

On the other hand, advocates of the Great Society argue forceful- 
ly that the programs initiated in the mid-1960's have effectively 
combated poverty. Though^ the poverty rate ^^^y have trended 
upward since the late 1960's, m the absence of these sMial pro- 
erams the poverty rate might have gone much higher, they argue. 

1^^1964, the Economic Report of the President laid the founda- 
tion for the war on poverty with the argument that poverty can be 
eliminated by Government programs: 
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buE-^ne?fifth^?S7«i„^T/f"''P'T^J'^ fortunate citizens The 

ivn^*?!^**"*,-^^^^ °"tJays for poverty programs are nearly 

1960W^' ^^^^lii'^ and one-half times muK in the 3 
th^ate IQ^kTv,"^'*"'^' P°^«^y has not fallen 

2SS:iSTeJJ.^?rSe^^ experts^redLt^tLtS 

g2hed^ti°^' ^ '""-^"^ °f °- di«tin- 

Congressman Gus Hawkins is here this morning He has h^n 

Stfnt^L'f ■'"r' °^ P'-"^^^ haJ lemonstfat^S 

^ ^"^^ '"^"y the House of Representa^es 

Congressman did you have an opening statement^ fathereanv: 
thmg you wanted to say before we start? ^ ^here any- 

Representatives Hawkins. Not at this time, Senator but ir-v i 
commend you on holding this hearing. Regardie^of the viewTthat 
may be expressed by the experts, it is alirious problem.! thinU^ 
IS one of the m^or problems facing us. I am glad tc see us at tl-L 
s^ion getting around fcr a change to discussi^ such TbSc Uu^ 
I thinK It IS long overdue. I certainly commend you 

tjenator Symms. Thank you veiy much 

Mr "J'fiili'^ T we have four economists here this morning: 
Mr, Lowell Gallaway with the department of economics of Ohio 

S? oSLSi^*^f^T= '^"n^^*"^ (^ttschalk, assistant prS 
GrP^nsl^n r Bowdom College m Brunswick, ME; Mr. ftobert 

SfrKfurr^y"*"'" °" ^^^^^ Mr. 

Mr Gallaway, we vdll start with you. 
toUt nf* "'^''^ ^ hetter hearing here is if we could try 

v^lSi «nH\K ^ statement within a 10-minute eS- 

u^n^ f ^^^T have questions. I^is will provide an oppo?- 

M*^ discussion of some of these issues. 

ahead. here this morning. Please go 

STATEMENT OF LOWELL GALLAWAY, ECONOMICS DEPARTMENT 

OHIO UNIVERSITY 
Mr. Gallaway. Thank you. Senator Symms. I esoeciallv thank 
now tmeS"! ^L"^ ^he LbcoVmitS'Sy^'ltt 

emer^nn ^"IV^ '^"^'H'" ^'"""^ the proverty issue 

emerged on the public scene. I remember those early years weU I 
WM involved with some of the work in which we weVrtrvrni to 

S'TheretiX^Fl^^'^^r r^n^ ^^^^^ rtrurtural cSaS 
thS th? broad^i^T "^^^ ^^^^^ ^hout it, but my impression was 
tnat the broad academic consensus was that the povertv of thp 
early years of the mid-1960's was not structural in^character bv 
and large, which meant it was amenable to being reducS tlSouS 
nonmal processes of economic growth. reaucea through 

we wereTachina ^'r^i™' ^'t^^"^^ by the time 

we were reaching some consensus on that question the government 

I 
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aonaratus of the period had already structured poverty programs 
oSThe b^S of Sirassumption that it was «tructur£in character 
Sere were a variety of programs that were d^eveloped: direct cash 
traSers in kind transfers, specific projects designed to ehminate 
IrSle hTdicaps that vJ^re felt to be a source of structural 

%'ef 'tSe'l^Ta2S.^encugh time that we should indulge our- 
selv^ in^me^rt of evaluation of the effectiveness of these pro- 
SaS That we need some analysis seems to be ve>T clear. You 
Et the raw data in the la^i statistical releases that are av^U 
able and you find that the official poverty rate in 1983 was 15.2 
SrceXmid that is half a percentage point higher than it was m 
1966 when the war on poverty was in its early years. 
The big question is what has happened to produce this really un 

""o^SfbiTof some analysis contained in a t^hm^al ^^^^^^^ 
that accomDanies my testimony— and I ask that that be includea .n 
Sf hSSTe^rd-^some faiA Btraight^^^^^^ 
emeree That technical submission is entitled The New btructurai 
iSrty A Quantitative Analysis," and it is coauthored by a col- 
lege of miS^t the Ohio University, Richard Vedder, and Ms. 

'^oX^SSS of that analysis, I turn fim to the effecte of tranBfer 
prograni on the poverty rate. By transfer programs, I mean vari- 
l^J^^es that are designed to directly enhance the income of 
the Door^roueh means other then active employment tor pay. 
^TL^hia of these original tranrfer programs seem to 
suffered from the fairly common Washmgton malady, which is a 
telief that the supply of resource inputs in the e«,nomy is not 
resDonsire to changes in their effective prices. In the case ot the 
ISJron iverty wSt that translated into was an assumption there 
would no cfciS^ntive effects on labor supply associated with a 
raoid erowth in the volume of transfer payments to the poor. 

Ft is^orth noting that rather early on there was some suggestive 
evidence that indicted the widespread presence of such effects. I 
was partly in response to that evidence, which was indirect in char 
acter, that the various negative income tax or income maintenance 
pxneriments were designed and funded. , u 

Crbl certain aWt this, but I think most of us who have 
been associated with the poverty, question over the vears f^l that 
the expectation when those experiments were funded was that they 
would ^ce and for all put to rest the specter of disincentive ef- 
S Wdl! that evidence is in, and it tends to demonstrate fairly 
SmiaBiveiy that direct cash transfers to low income persons do 
tend to reduce the volume of their work effort. 

T^rctear implication of the presence of disincentive effects is 
that the income enhancing potential of transfers will be at least 
partially, perhaps totally, offset by the reductions in work effor. 

'Vor^exam^e, our technical analysis reveals that m the caje of 
the purest forms of cash and quasi-cash transfers J-o™ theF«^em^ 
Government, the category reported as P"hhc aid by the 
curity Administration, there is some threshold level of transtera 
beyond which additional payments are counterproductive; that is. 
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.Mh'^?t3r;,tr"i>;^^^^^^^ that the impact „, 

thini about the rul^ of t^^™^ Apparently, there is some- 

the war ^ Sverty thlt T^^v designers of 

. „Poveny, tnat poverty was structural in character. 




STtff^fr^p^o^aSs wereTes?^!?Cr ""f ^ ^''^ 
turaJ poverty The r^ult is tT/L;l el™»nate, true struc- 

ican iSulSon tL'TdeLtL^?^*^"'if » subclass of the Amer- 
economk life TW nSe h^vl mainstream of American 

and they are deoe^en^n tv,rf ^"""Z economically alienated. 
How fa?^e h^ve com^ii fh ^^-^^^^^^ f^'" ^^eir survival! 

that accomp^i^my Si^on^'X -^^art 
the right. It portravs whaf^T «nH ™ »f displayed on the easel to 
welfare curve if faLn t^ tL^fff"^ colleagues call the proverty- 

The more aid, the more MvertT^fn T-^^u^".^''^ poverty, 
may be regarded Lr^Tu^t^ur^ffn'^ci;!^^^^^^^^^^ '^^^'^^ 

poi^rt;^ theTtruSri SS^of o^T''^^*'^^" thisltruct-uraT 
erty that was eJSSbv thp ™^ structural pov- 

That early ylS.T^ZsV^tJ^l^'^l'^^L^^}^^'^ °f the 19^'s. 
trapped inWrt;bec"1L'o7Xko*^^^^^^^^ ^^'^ 

m25f sns n%e^-bfFhl?» r t- ^ 

many of those in the povert^ -hJrt^i^ ^i^oVuTand^^^^^^^^^ 
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condition. But, there will be other candidates to replace them, and 
they will continue to come as long as positive incentives are there 
to join the ranks of the poor. 

The particular poverty-welfare curve shown on the chart is de- 
rived from a statistical model that yields a representative thresh- 
old value of public aid. It can, in a sense, be thought of as a typical 
case. 

We have highlighted on it the 1983 level of aid and the maxi- 
mum levels that were achieved during the late 1970's. You can see 
that they are both far beyond the critical threshold level of aid. 

At 1983 levels of welfare, every additional $4,000— in 1980 dol- 
lars—of Federal public aid expenditures has the effect of putting 
one more person on the poverty rolls. On a broader scale, what this 
translates into is a finding that an additional billion dollars of Fed- 
eral public aid, in 1980 prices, would increase the measured pover- 
ty population by a quarter of a million individuals. 

We face a great dilemma at this point in our history. The intui- 
tive humane response to rising poverty rates is to want to help, to 
do something for the poor. Yet, the empirical evidence at this junc- 
ture indicates that the conventional ways of helping, by increasing 
public expenditures on antipoverty programs, will have just the op- 
posite effect on what is intended. Rather than reducing the ob- 
served level of poverty, we will increase it. 

Difficult as it may seem, reducing levels of public aid may be the 
only way to significantly lower poverty rates. The time has come 
for us, as a society, to bite the bullet and face up to the realities of 
our time. We cannot eliminate poverty by the simple expedient of 
dumping mor ey out of airplanes. What is required is a structuring 
of the alternatives available to the potential poverty population 
that will encourage them to avoid the poverty condition where pos- 
sible. 

I hope you will indulge me for just a few more minutes, Senator 
Symms. After I prepared my testimony, I constructed an addendum 
to it. The research process is a never ending one, and some addi- 
tional findings were developed rather late in the game. They deal 
with the important subject of rising poverty rates among children 
and they are embodied in a second technical submission, which is 
co-authored with Richard Vedder, which is entitled "Suffer the 
Little Children: The True Casualties of the War on Povert^^" I also 
request that it be included in the record. 

In that analysis, we used data from the 1970 and 1980 decennial 
censuses and performed a formal statistical analysis which shows 
that, after you control for the effect of the rate of growth in per 
capita income among States, the highest rates of intercensal growth 
in children's poverty are in States with high levels of average 
AFDC payments. Similarly, low levels of such payments are associ- 
ated with high rates of decline in children's poverty. 

The import of these findings is truly depressing. They indicate 
that a major share of the burden of the new structural poverty is 
borne by children, who do not have a choice in the matter. They 
are in a sense the innocent victims of what can be called the folly 
of much of our welfare system, and it seems to be a folly that has no 
end. 
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™L^^u^ ' r ^ P'^f °f legislation that has made the 
rounds m the past few years called the Omnibus Anti-Poverty Act. 
mSfei'"^ ^ legislation that approach being sheer 

JlE^ particular of the attempt to mandate minimum levels 
fiJr payments for the States. It is estimated that, in its 1984 

Iffir . ^ ''''''^^ their levels of 

Al-pC payments by 1986, m some cases by more than fourfold over 

wn^lL'Jlf' Tri^''?.^'" ^^l^- "^^^y frequently the States that 
would be most affected are those that have had the most signifi- 

SSr^th" '^"^ ^'^^^-"^ ^"^^"^ 

It almost seems that if one were to attempt deliberately to desien 
a program to increase the poverty rate among American children 
you couldn t do much better than this. I know we may not like the 
evidence on this point, but we can ill afford to ignore it as this 
stage m our history. 

Thank you for your patience. 

Senator Symms. Thank you very much. 

[The chart attached to Mr. Callaway's statement, together with 
the articles referred to for the hearing record, follows:] 
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Amid I he affluence of the early 1960's. poverty was redisco/ered 
in the United States. At that tune, the hypothesis was advanced that 
poverty at mid-twentieth cenLury had become "structural" in character, 
neaning that those with low incofiE levels were out of the rnainstream 
of economic life in the United States The policy urplications of that 
contention icere powerful, suggesting that significant strides in elim- 
xnaring poverty could not be made by the surple Gjq^edient of stinulating 
economic growth in the 'Jnited States. Father, some set of special pro- 
grams would be required that would "target" m on the unique problems 
of the poverty population 

A major source of support for the notion of "struck ^al"' poverty 
was the intellectual comnunity in America Poverty of the "structural" 
t,^ : represented for some sectors of that world a potential "cause", an 
issue to be raised in the seemngly never endmg negative critique of 
Anerican society. Structural poverty inplied a defect, a shortcoming 
that would need "fixing" And, of course, the repainran v'ould be gov- 
emmsnt, the federal government m particular To be sure, there was 
not unanimity on this score A rather extended scholarly debate cm the 
imrits of the structural poverty thesis sprinkled the academic journals, 

with the general consensus, at least among economists, being that -t 
2 

had little ncrit. Hov^ivor, this conclusion had no irrpact on the 
real world m ^ach public policy is formulated. VJhile those of us 
with a technical bent labored in the scholarly voneyards to demonstrate 
that chzmpes in the poverty rate were quite closely associated with 
variations in geneial eroncoic conditions, especially -he level of 
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personal income, those closer to the centers of political power 
argusd just the opposite. Their rhetoric triumphed m the arena 
of public affairs ar<l 'The l^r on Poverty" was bom. Tb.. tonality 
of the structuralist triumph is indicated by the fact that The l^r 
on Poverty began beforvi the academics had even approached a reso- 

ution of the st.njcturalist controversy. 
The First TVo Decades 

That was sofne twenty years ago. What has happened since is a 
reimrkable sequence of events which have taken a number of twists and 
turns. Some sinple statistics should suffxce to illustrate the in- 
triguing saga of The War oti Pove-ty. They are shown in Table 1. Be- 
gin with the poverty rate itself. The basic data for the period 1953-1983 
indicate that the percentage of tr'ie population defined as being in 
the poverty condition declined rather steadily until the early 1970* s, 
falling from 26,2 percent, in 1953 to 11.1 percent m 1973. After 
197j, though, there is no further decline and, by 1983, the last year 
for which the official daca are available, the poverty rate is actu- 
ally greater than the 1966 rate of 14 7 percent, when The War on 
Poverty wg > m its infancy. 

What h-appened to produce this remarkable turnabout in the 
behavior of the poverty rate? One possibility is that general economic 
conditions changed ij. a fashion conducive to increasing poverty. 
Admittedly, the 1983 unemploymont rate of 9.6 percent is a relatively 
high one corpared to 1973 's 4.9 percent And. there is alirast no 
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Table 1 

Poverty Race, Uneirployrcnt Rate, Real Per Capita Federal Public Aid, 
and Real Per Capita National Income, 
United States, 1953-1983 
(dollar values in 1980 prices) 

Poverty Uneiiployi^Jrit Real Per Cap- Real Per Cap- 

Year Rate Rate ita Federal ifa National 

Public Aj^d Income 



1953 


26 


2 7„ 


2 9 % 


$ 26. 


31 


V -J , 0 J J 


1954 


27 


9 


5 5 


26 


83 


5 691 


1955 


24 


5 


4 4 


27 




6 146 


1956 


22 


9 


4 1 


28 


00 


6 298 


1957 


22 


8 


4.3 


28 


84 


6 229 


1958 




I 


6.8 


29 


98 




1959 


22 




5 5 


33 


16 




1960 


22 


2 


5 5 


32 


64 


6 420 


1961 


21 


9 


6 7 


35 


10 


6 ^<A4 


1962 


21 


0 


5 5 


40 


11 


D , /D J 


1963 


19 


5 


5.7 


42 


75 


6 971 


1964 


19 


0 


5.2 


44 


49 


7 279 


1965 


17 


3 


4^5 


48 


40 


71721 


1966 


14 


7 


3.8 


56 


57 


8,124 


1967 


14 


2 


3.8 


65 


40 


8,248 


1968 


12 


8 


3.6 


76 


54 


8,551 


1969 


12 


1 


3 5 


87 


22 


8,667 


1970 


12 


6 


4.9 


100 


19 


8,425 


1971 


12 


5 


5.9 


127 


49 


8,555 


1972 


U 




5.6 


153 


18 


9,070 


1973 


11 


1 


4.9 


158 


25 


9,j06 


1974 


11 


2 


5.6 


159 


62 


9,088 


1975 


12 


3 


8 5 


193 


.10 


8.799 


1976 


11 


8 


7.7 


216 


12 


9,190 


1977 


11 


6 


7.1 


218 


57 


9,594 


1978 


11 


4 


6.1 


227 


19 


9,986 


1979 


11 


7 


5.8 


222 


.46 


10.072 


1980 


13 


0 


7.1 


216 


.78 


9.316 


1981 


14 


0 


7 6 


220 


.36 


9.311 


1982 


15 


0 


9.7 


192 


.66 


8.993 


1983 


15 


2 


9.6 


1^7 


.54 


9.331 



Sources- See Appendix A 
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growth in real per capita national incone betv.-een 1973 and 1983. To 
explore the possibility that the behavior of the poverty rate after 
1973 is a mere extentsion of its 1953-1972 patterr. the standard sta- 
tistical model explaining the poverty rate that evolved out of the 
early evaluation of the structural hypothesis has been estimated for 
the intervals 1953-1972 and 1973-1983. That nxxiel is expressed in 
the relationship 

(1) log P - f(log Y, log U) 

where P denotes the official poverty rate, Y represents ro.al per capita 
incoTfi (in 1980 prices), and U is the unerTplo>'nient rate. All variables 
are expressed in logarithms of their true values. 

A 

The statistical relationships that ^rge are as follows- 



(2) logP53_72 = 6.45 - 1.77 log Y53 - O.G'. log U„ 

(9.17) (0.6^) ^3-72 

and 

(3) ^og? =^ 3.52 - 0.39 log Y.^.. - 0.16 log U,, , 

(0.88) ^^"^-^ (1.51) ^^-^3 

where the values in parentheses beneath the coefficients represent 
their associated t-values. A conparison of the two regression equa- 
tions reveals a very substantial change in the basic relationship be- 
tween the poverty rate and general levels of economic activity. Clearly, 
novements in overall levels of income have a nurh smallor ^npact on 
the poverty rate after 1972 than they did before. 
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The change in the nature of the poverty- incorre relationship after 

the early to mid- 1970' s suggests that the structuralist hypothesis 

may have begqn to operate at that point in time. Why then, though 

An intriguing argument .-as been acK'anced by Charles Murray to the 

effect that the changing nature of the behavior of the poverty rate 

may be attributed to the rising availability of transfer paynent income 

under various governmental programs *:hat are part and parcel of The 
5 

l-iar on Poverty. The basic thrust of the Murray) argument is that labor 
supply disincentives created by zhe availability of transfer payment 
income have led to people voluntarily selecting combinations of money 
income and leisure which qualify" them for being included in the pov- 
erty population. It is a controversial thesis but one that has a 
substantial volume of pre-existing evidence that supports it. Rather 
early on in the discussions of poverty associated policy proposals, 

indications of the operation of such disincentive effects began to 
6 

emerge. That evidence vjes inferential in character but more direct 
observations of the working of labor supply disincentives have become 
available in recent years as the results of the various Incoms Main- 
tenance (ori(Jinally Negative Income Tax) Experiments have become 
available. 

Those experiments, sponsored by the federal gov^emment , were 
intended to provide a definitive answer to the disincentive effect 
question. Many of us whD have been associated with the poverty question 
over the years had the feeling thit the advocates of the experiments 
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We turn first to those who are isolated from labor market 
sources of inccnie. Their situation can be depicted in a static 
fashion. Figure 1 shows a distribution of non- labor market income 
that IS skewed to the high laxome side, that is, it is assumed 
that disproportionately greater numbers of people in this situation 
'lave income below the official poverty level of income. Now, if 
we introduce a program of cash and quasi-cash transfers of income 
targeted to the "poor", there will be a systematic shifting of people 
up to and across the poverty boundary. This suggests the existence 
of a negative relationship between the volume of transfer payments 
and the observed level of poverty, contrary to the Murray hypothesis. 

We turn now to the second case, involving those with full access 
to the labor market. This situation is illustrated by the indif- 
ference map shovn in Figure 2, This is the familiar representation 
of an individual's leisure-income preferences. We have simplified 
it to show just one indifference curve and the price (wage rate)- 
ccnsurption (leisure) locus for the entire indifference map- Also, 
a poverty level of income has been denoted. 

The single indifference curve that is shown in Figure 2 inter- 
sects the price-consumpticn curve at a level of income that exceeds 
the poverty threshold. Thus, with the wage rate inplicit in this 
situation, participation in the labor nvarket will result in a non- 
poverty outcome, v^ere poverty is defined in strictly moTiey terms. 
All this, though, is conditional on the volun^e of pure money transfer 
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\«re fairly certain that they would show an absence of disincentive 
effects. The evidence is now in and it shows quite clearly that 
labor supply disincentive effects are associated wich the availa- 
bility of transfer payment income. Further, they are systematically 
related in a positive fashion to both the na^itxide and the duration 



of the payments. 

The Public Aid (Murray) Hypothesis 

When the results of uhe Income Maintenance Experiments are con- 
sidered in combination with the behavior of the poverty rate over time, 
it becomes legit iJiate to raise the question of whether dismcentive 
effects are gort^ing to raise the poverty rate. This possibility is 
reinforced by the history of the availability of transfer payment income 
in the United States. Again, the reference xs to Table 1, which shows 
that the combination of cash and tfiasi-cash (m-kind) benefits that 
Lake up the statistical category of federal government expenditures 
called public aid has risen draiiHtically in the United States. 

The con\'ent ional theory of labor supply offers some potential 
insights into the effscts of these increases on the poverty rate. 
Consider two sub -groups in the population at risk of experiencing 
poverty, one that is isolated entirely from the possibility of 
gainful enployment and another that includes individuals capable of 
being fully anployed. Aimittedly, these are the extreme cases. How 
ever, they illustrate the general range of possible outcomes. 
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payment mcome available to the individual, if non-part icip.3t ion 
in the labor fiurket is opted for, being less than some critical 
value. That value is detem^ined by tho point at which the indiffer- 
ence curve shov.T, in Figure 2 intersects the vertical locus describing 
the raxuruni aniount of leisure (or zero vork effort) an individual 
may choose. This is denoted by the symbol T. If the mgnitude 
of transfer mcome is greater than T, an individual can move to a higher 
indifference curve by foregoing labor nnrket activity. In che case 
shown in Figure 2. there is a range of transfer ir.come that wall 
shift an indi^ridual from a non-poverty condition to a poverty one, 
V^hat this analysis suggests is that an escalation of the rmg- 
nitude and availability of transfer payment income has the potential 
of providing positive incentive effects to abandon work effort to 
individuals whose money income from that activit) is only marginally 
in excess of the poverty threshold. Consequently, t'or individuals 
with access to the labor narket, higher levels of transfer payment 
income may produce higher observed levels of poverty. Further, as 
the magnitude of transfers escalates, this effect may well becone 
stronger and stronger. 

In conibinaticn, the two cases described here offer a possible 
explanation for the ob:.erved deterioration in the siirple poverty- 
general ecoTiOmic conditions itrlationship after 1973. As we have 
seen, the^ 5irther we move into the War on Poverty years, the greater 
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the volume of transfer payments. The theoretical arguments sug- 
gest that as w is happens, the work effort disincentive effects in the 
second case will operate to cancel out the income s'^pplementation 
effects m the first, producing a relationship between the poverty 
rate and transfers such as that shown iri Figure 3. This is the 
mechanism through .ch the Murray hypothesis would be expected to 
work. 

Enpirical Tests of the Aid ( Murray) Hypothesis 

How may we go about empirically evaluating the various diirensions 
of the inpact of transfer payment income on the poverty rate in the 
United States? We cannot sunply add the logarithm of the volume of 
transfer payments to the previously estimated statistical relationships 
between the logarithn of the poverty rate and the logarithms of per 
capita real income and the unemployment rate. That vKxild m^ly a 
monotonic relationship between poverty sni transfers whereas our theo- 
retical argument suggests a ncn-montonic possibility. To deal with 
this problem, we mast employ an estimating equation that will permit 
the relationship between the poverty rate and public aid to assuiie 
the form shown in Fi^e 3. Frr this purpose, v« have adopted a 
quadratic form of the following type: 

(4) P = a + b A + c 

vA^e A denotes per capita federal public aid measured in 1980 
dollars. 
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If the public aid h^-pothcsis is valid, the value of the 
parameter b will be negative, c will be positive, and, beyond sonie 
point, the quadratic term (A ) will overwhelin the linear term (A) 
and additions to public aid will lead to a rise in the poverty -^ate. 

The exact point (or threshold) at which public aid w U bc-orne 
Counterproductive from the standpoint of reducing the observed poverty 
rate can be determined by differentiating (4) and setting the result 
equal to zero, to wit: 

(5) d?/dA = - b + 2cA = 0 

which iiTiplies that Che threshold occurs at b/2c. Any level of 
public aid greatei than b/2c will lead to a higher poverty rate 
than at the threshold value for aid, 

Bfiploying a quadratic relationship between poverty and public 
aid means that the general relationship between poverty and the factors 
we hypothesis to affect it is* 

(6) P - f(Y, U, A, a2) 

A number of possible ways of specifying an esCirrating equation 
that embodies the relationships of e:cpression (6) are possible, 
depending i-n the vjay in which the poverty, income, and unenployment 
variables are handled. Of speCi^al uiportancG is the treatment of 
the unenployment variable. The evidence indicates that early in 
the period 1953-1983, the iir^act of unCTTTplo>iTx^nt on poverty was 
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weaker than in the later years. A part of the problem is the 
upward drift in the unenployment rate associated with an increase 
in the "natural", or equilibrium, rate of uneiploynent in the 
American econoT^y that is characteristic of the 1970' s. Part of 
that rise in the natural rate of unarploNTnent itself may trace 
to the increasing volure of public aid. Such aid tends to nxxiify 
people's labor market search behavior in a way that is likely to 
produce increases in the observed unen^jloyment rate. Thus, if may 
he hypothesized that the unemployment rate is a function of a 
certain set of factors and the level of public aid. Our preferred 
method of handling this problem is to inwke an uneiploynent model 
reported in a 1982 staff study for the Jouit Economic Cormuttee 
and to hypothesize the following: 

(7) U - f ( W, D, P^, A) 

where W denotes the level of money wage rates in the economy, 
D represents the Gro ;s rational Product (GNP) deflator, and P^ is 
the average output of labor. The advantage of this approach is it 
peniuts the aid variable in a general estunating eq'uation for 
poverty to capture the effects of the inward mDvencnt in the 
natural rate of unemployment that may be attributed to increases 
in aid. 

Employing standard U. S. Government data sources for the 
9 

variables described thus far, a number of different versions of 
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expression (f; have been estiinated. Sane contain the expanded un- 
enployment notion embcxiied in (7) and others use the conventional 
measure of unaiployment (in both linear and logarithmic form). In 
addition, several different forms of the incane variable and both 
linear and logarithmic values for the dependent variable, the poverty 
rate, are employed. All told, some forty different versions of (6) 
have been estiinated for purposes of this discussion. This was done 
in order to determine whether the statist: cal importance of the 
public aid variables is sensitive to the fonmlation of the statis- 
tical model. 

An analysis of the results suggests that the public aid variables 

perform in a consistent fashion, irregardless of the overall form 

of the est^iiBting equation. In all forty versions, the linear aid 

variable has a negative si^ and the quadratic aid variable has a 

positive one. As to statistical si^ificance, 35 of the linear and 

36 of the quadratic coefficients are si^ificant at the five percent 
10 

level. From the stai.dpoint of the stability of the coefficients, 
the mininum values in the various groupings range from 55.6 7o to 
90.6 7. of their respective maxiirura values (see Table 2). Thus, 
in general, the public aid variables in the various forms of the 
estiinating equation perform in a fashion that is consistent with 
the Murray liypothesis that transfer payments eventually become 
counterproductive v^ien used as a policy device to reduce the incidence 
of poverty in the economy. 
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Tabic 2 



Analysis of Regression Coefficients for Real Per Capita Aid 
Variables. 40 Statistical bVxiels Explaining Behavior 
of Poverty Rate. United States, 1953-1983 



Characteris- Coefficient and Nature of Statistical Model* 



tic of Coef- Pov"Expanded LogPov-Expanded Pov-NonEx- LogPcfv-Non- 

ficient panded Expa nded 

Aid AidSq Aid AidSq Aid AidSq ^Jd 'AidSq 



tlaxinun 
Valuft 


-.081 


.00026 - 0056 


000018 - 1086 


00029 


-.0058 


.000016 


Miniiium 
Value 


- 055 


.00014 -.0051 


000014 - 0610 


00017 


- 0048 


.000013 


Mean 


-.061 


00023 -.0053 


000016 - 0888 


.00024 


- 0053 


000015 


Mininun as 
7. MaxinirTi^ 


67.8 7. 


55.1 Z 90.6 7. 


77.5 7. 56 2 7. 


58 2 7. 


82.7 7. 


30.1 % 


# Signifi- 
cant Coef- 
ficients at 
5 7. Level 
(Out of 10) 


9 


9 10 


10 7 


7 


9 


10 


# Sig^fi- 
cant Coef- 
ficients at 
10 7. Level 
(Out of 10) 


9 


9 10 


IC 8 


9 


10 


10 



Source: Authors' Calculations. 

* Pov and Logpov denote, respectively, that the dependent variable 
in the regression model is the pv^verty rate and the logarithm of the pov- 
erty rate. Expanded means that the model errploys the values of money 
wage races, the gross nitional product deflcitor, and the average produc- 

-jTl.t.. •> > . • * ^ » _ f 

unenployment on the poverty rate. Non-ejq^anded means that either the 
unenployment rate or its logarithm are used directly as a measure of un- 
enployment . 

Percentages are calculated using values of the coefficients that 
have not been rounded to the extent shown in table 
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Che full sec of regression estiirates i:- shown in Table 3. They 
have the linear form of poverty as the dependent variable and the 
expanded version of the unenployment relationship as iiKlependent 
variables. The overall perfonrance of these regress iois in explaining 
the b^wvior of the poverty rate over the period 1953-1983 is excellent 
in a statistical sense, with all the coefficients but one being 
si^ificant at the five percent level and 98 . percent of the 
variation in the poverty rate being explained. In addition, they 
broadly satisfy certain a priori expectations. For example, the 
coefficients of the vage and CNP deflator variables should be approx- 
imately equal with opposite sign. Equal movements in these N^ariables 
ii^Jly a constant real wage rate v^ch, with changes in labor productivity 
beoJTg controlled for, should indicate no change in unenployment and 
no effect on poverty. Also, notice the constant terms in equations 
(2) and (5). They are Ixjth very nearly equal to 100. This is v^t 
one .xxild expect if all the iixlependent variables had values of 
zero, viz., a poverty rate of 100 percent. 
Interpreting the Evidence 

Quite clearly, the enpirical evidence jusf reported argues very 
strongly that beyond some threshold level transfer income of the 
public aid type will lead to increases in the poverty rate. However, 
v*iat is that threshold level of public aid? Table A orovides pa 
answer to that question. The data contained in it g:ve a range 
of estinates, running from a minimum of $ 110.17 po-r capita to a 
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Table 3 

Selected Poverty Models, United States, 1953-1983 



Regression Parameters" 



Model 



Coefficients// 



Constant Money De- Average Incorre* Aid^ 

Wage fla tor Produc - 



Rate 



Aid 
Squared 



r2 



tLvity 



1 


77.97 


0 


.79 


-0 


83 


■0 


49 


-0 14 


-.0577 


. 0002604 


.98 


2 


03 




(7.87) 


(3 


.73) 


(3 


41) 


(5 


07) 


(3.74) 


(2.28) 


(3 17) 








2 


101.24 


0 


64 


-0 


67 


-0 


31 


-23.49 


-.0596 


0002299 


.98 


1 


79 




(9.92) 


(3 


54) 


(3 


24) 


(2 


99) 


(4.88) 


(2.65) 


(3.27) 








3 


82.73 


0 


74 


-0 


77 


-0 


41 


-2 67 


-.0585 


0002479 


.98 


1 


94 




(8.73) 


(3 


75) 


(3 


44) 


(4 


06) 


(4.30) 


(2.45) 


(3.26) 








4 


20.73 


0 


53 


-0 


54 


-0 


24 


-186.77 


-.0606 


0002087 


.98 


1 


58 




(1.53) 


(3 


00) 


(2 


72) 


(2 


15) 


(5.22) 


(2.80) 


(3.12) 








5 


94.73 


0 


53 


-0 


55 


-0 


23 


-9.66 


-.0548 


0001881 


.98 


1 


53 




(7.99) 


(2 


47) 


(2. 


25) 


(1 


75) 


(2.60) 


(2.42) 


CM) 






















0:41 




























(1.91) 













Source: Authors' calculations. 

* Inccrae is real per capita national income in 1980 prices. The incorc 
variables are, respectively, models l-5» Incoce squared, log income » incone, 
reciprocal of incoce, and a quadratic form, income and incore squared. The 
first income coefficient in model 5 is for income, the second for incorc 
squared. 

** Real per capita federal public aid. 

The values in parentheses beneath the regression coefficients are 
t-statistics. 
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Table 4 



Threshold Values for Real Per Capita Federal Public Aid,* 
Various Poverty Models. United States. 1953-1983 



Threshold 
Measure 



nature of Sta tistical Ji^del 

Dependent Variable- 



LogPoverty 



Dependent Variable - 
PovETty 



expanded Un- Non -Expanded E^^anded Un- Non-Expanded 



hSean Value 


$ 161.70 


$ 177.18 


$ 138 


52 


$ 183 


98 


MaxiiTun V ' je 


182 16 


190.47 


193 


78 


194 


94 


Mininun /alue 


142.00 


164.72 


110 


17 


167 


05 


MlnimjDi as 7. 














od MaxLiam 


78.0 7. 


86.5 7. 


56 


8 7. 


85 


7 Z 



Source: Authors' Calculations. 
* In 1980 prices. 
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iraxinum of $ 194.94. Per capita refers to the total populaticm, 
not just to the poverty population. The ovei-all average of the 
estimates is $ 165.35. 

The most useful estimates of the threshold level of per capita 
public aid are those using the expanded form of the unciTplo>TOent 
relationship in the estimating equation. This is due to tihis form of 
the estuiating equation shifting the impact of puolic aid on nhe 
unemployment rate to the coefficients of the public aid variable. 
In the other versions of the estimating equations, there is an in- 
direct effect of public aid on poverty, operating through the vn- 
enployment variable, that is not captured by the coefficients of the 
public aid measures. Focusing just on the expanded unemployment 
type equations yields an average threshold aid estimate of $ 150.11 
per capita. 

Hew does the $ 150 per capita public aid figure compare with 
actual levels of aid? Referring again to Table 1, v?e see that the 

150 level was first exceeded in 1972, the year before the poverty 
rate reached its all time low. In every year since, through 1983, 
per capita levels of federal public aid have exceeded that threshold 
level, by over fifty percent in 1978. Thus, for tv?elvG consecutive 
years, following 1971, the magnitude of federal public aid was in 
the range in v^ich it acDjally resulted in poverty being greater 
than it would have been with a snaller amount of aid. 1983 levels of 
public aid were slightly more than thirty percent greater than the 
$ 150 figure. The gap between the actual level of aid and the 
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average threshold level translates into eleven bir.ion dollars (in 
1980 prices) of public aid that has the prumry effect of increasir.g 
the poverty rate. 

To more fully illustrate the inpact of current levels of public 
aid on the magnitude of the poverty population, ccrnpared to what it 
was in 1971, tlie pure effects of public aid have been calculated for 
each of the estimating equations reported in Table 3. The results 
are shown in Table 5. If we take the median outccme, equation 2 (a 
model, by the vey, which v« feel is superior to the others in terms 
of both its logic and performance) , it is estimated that the number 
of people recorded as being in the x)verty condition who are there cxi 
^ vo^^^tary basis was in excess of two million in 1983 and had been 
more than four million during the late 1970* s. It is important to 
note that this is a minimJB estimate. As the level of public aid 
moves above the threshold level, there are still the direct income 
enhancing effects of aid that operate to move people out of poverty. 
What we see in Table 5 is not the gross number of people who have 
chosen the poverty condition on a voluntary basis, but the net accre- 
tion to their numbers. Thus, in some ways, the figure^ in Table 5 are 
merely the tip of the iceberg. 

The net additions to the poverty ranks as the result of esca- 
lating levels of public aid expenditures shown in Table 5 constitute 
members of a new class in American society, a group that nay be 




30 



Table 5 

Change in Poverty Populacion Attributable to Change in Real 
Per Capita Federal Public Aid* Corrpared to 1971. Various 
Poverty I bde Is, United States, 1972-1983 



Change m Poverty Population* ^ 

htodel 1 ffodel 2 



1972 


+ 


1973 


+ 


1974 


+ 


1975 


+ 


1976 


+ 


1977 


+ 


1978 




1979 


+ 


1980 


+ 


1981 


+ 


1982 


+ 


1983 


+ 



842 
1,040 
1,106 
3,558 
5,064 
6,359 
7,563 
6,910 
6.281 
6,787 
3,636 
4,154 



Mc>del 3 ^bdel 4 Mcxiel 5 



+ 
+ 

+ 
+ 
+ 

+ 



230 
330 
344 
1,869 
3,587 
3,809 
4,638 
4,180 
3,667 
4,009 
1,745 
2,076 



+ 
+ 
+ 
+ 
+ 
+ 
4- 
+ 

-f- 



569 
751 
795 
2,870 
5.029 
5,320 
6,348 
5,798 
5,216 
5,655 
2,866 
3,308 



154 
147 
167 
733 
1,947 
2,089 
2,692 
2,339 
1,905 
2,137 
473 
679 



151 
148 
17 
628 
1,711 
1,837 
2,376 
2,059 
1,669 
1.876 
389 
572 



Source: Authors' calculations fron regression ntxiels reported 
in Table 3. i~ 

* In 1980 prices. 

** Difference between poverty population in indicated year and 
poverty population in 1971 as the result of differences in levels of 
real per capita federal public aid. 
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regarded as the iraun stream of a 'View structural poverty". This 
new form of structural poverty differs significantly from the ear- 
lier concept, in which j^ple were presumed to be locked in poverty 
involuntarily , c\ie to their lack of access to sources of labor rrarket 
income, Itow, the genesis of structural poverty is a set of resp)onses 
to the availability of non-labor inarket income that leads people to 
voluntarily abjure the labor market. To illustrate graphically the 
minimLim magnitude of this form of poverty, v« have converted the 
estiniates derived from equation (2) in Table 3 (shown in Table 5) 
into Figure 4. 

The ironic dimension of the new structural poverty is that it 
is the direct result of a set of public policies that have been 
geared to eliminating^, a structural poverty that, by and large, did 
not exist. In a very real sense, the structural poverty w find 
today derives from the structuralist hypothesis of yesteryear, 
representing, more or less, a self-fulfilling prophecy. 
Welfare and Famil^ Stability 



About the same time that academics began exploring the notion 
of stnjctural po'^rty and political decision rx^ers inaugarated The 
War on Poverty, Daniel Patrick ^^oynihan issued his famous report de- 
tailing how the Negro family was being undermined by public policy, 
in particular the welfare system. In more recent years, cormenta- 
tors such as George Gilder and Murray have suggested t\vit the eligi- 
bility rules for \^lfare recipients provide enotmous econam.c 
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12 

incentives for households to be headed by single wofmen. It is 

argued that the costs of rrarriage in terms of lost welfare benefits are 

greater than the financial and nonfinancial benefits associated with 

the traditional two parent nuclear family arrangement. 

Certainly, the incidence of family instability has risen mar!;- 

edly since the 1960's. At the beginning of that decade, 20.6 percent 

of black children under the age of 18 lived ^jith their mother only - 

more than three times the incidence observed for whites, and a large 

enough proportion to alarm lloynihan . Yet, the nurbers for that era 

look small today. In 1983, for the first time the propction of black 

children under age 18 living only with their mother exceeded 50 per- 
13 

cent. The single parent family is now the norm among blacks. The 
incidence of single parent white families has Increased likewise, rising 
from 6.2 to 15.0 percent between 1960 and 1983. 

There are many different statistical measures of family instabil- 
ity, but thie one that has been maintained the longest and is perhaps 
the most straighforvard in an interpretative sense is the divorce 
rate. Data are assailable on a regular basis from at least 1920, allow- 
ing for analysis of this phenomenon frcm a long term historical per- 
spective. Table 6 sho\re that the mean divorce rate was stable in the 
1920' s and 1930' s, rose in the 1940' s, remained stable for another 
generation, and then skyrocketed in the 1970' s. The changes in the 
divorce rate do seem to parallel historical changes m welfare expend- 
itures, particularly m regard to explaining the recent experience. 
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Table 6 



Divorce Rate, by Decade, 1920-1983 



Decade 


Mean Di vnrr'o Rah^c»'A" 




1.56 


1930' s 


1.65 


1940' s 


2,78 


1950' s 


2.36 


1960* s 


2.66 


1970' s 


4,57 


1980' s 


5.10 



■*Per 1,000 population; mean 
is the average of Che 10 years com- 
prising the decade, except for tl*e 
1980's, the mean is for the 

years 1980-1983. 



Sources: U. S, Departtrent of 
Cocnmerce, Historical Statistics of 
the U. S. , Colonial "* rincs~ ton?7^ 
ang" Statistical Abstract oF^tEe^ 
United States , varioas years , 
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SOiie researchers, hcwever, believe this relationship between 
risirg divorce and increases in ^^relfare payments is no more than a 
coincid'ince . Writing in the Wall Street Journal on May 15, Richard 
D. Coe and Greg J. Duncan assert, "there is no conclusive e'/idence of 
strong links between the generosity of existing welfare programs 
and tre incidence of births, divorces, irarriages or remarriages." 
David Ellwod and llary Jo Bane conclude, "welfare sirrply does not 
appear to be the underlying cause of the dramatic changes in family 
structure of the past t\>;o decades." 

Who is right - ^toynihan, Gilder, and Murray, or Coe, Duncaii, Ell- 
vfood, and Bane? To examine tnis question we have gathered data on 
public assistance and the divorce rate for 10 four year periods, be- 
ginning with 1944-47 and ending with 1980-83. Four year periods are 
used in order to rc luce problems associated with the time lag between 
marital separation and the issuance of a divorce decree, as well as 
short tern fluctuations in divorce related more to the vicissitudes 
of the business cycle rather than longer term developments. 

One other phenomenon that might e?9lain rising divorce has 
been the great upsurge in inflation. Rising prices, particularly when 
unanticipated, pose financial strains for families, increasing pres- 
sures for female labor force participation and reducing the advantages 

of trading arrangements that form the economic basis of the modem 
15 

xculu. j.y . 

We regressed the di^^orce rate against real per capita federal 
public assistance payments per capita and the percentage increase in 
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consumer prices (cocrpared with the previous four year period) . The 
results are inpressive: 

(8) D « 1.836 + .039 Pr + 008 A . - .96, D-W - 1.62 
(5 138) (5.786) 

where D denotes the divorce rate, Pr the rate of change in prices. 
A the public aid measure, and the values in parentheses beneath the 
coefficients are t-statistics. 

E)qpression (8) suggests a ver^' strong statistical relationship be- 
tween the divorce rate and both the rate of price inflation and the 
level of public aid payments. These factors, alone, can explain 96 
percent of ^be considerable variation in the divorce rate over these 
forty years. 

Between 1964-67, the beginning of The Great Society, and 1976-79, 
v*ien the divorce rate pea- cJ, that rate nore than doubled, going from 
2.5 to 5.2 per 1,000 population. Applying the coefficients from ex- 
pressiOTi (8) to the actual increases in public aid and inflation, we 
observe that 1.36 percentage points (50 percent) of the 2.70 percentage 
point growch in the divorce rate is explainable by welfare growth, 
iJhile 1.27 percentage points (47 percent) is explainable by increased 
inflation. While the results do suggest that unfortunate macroeconomic 
policies ware also inportant, they are also highly consistent with the 
Moynihan -Gilder -Murray view. They indicate that, by the late 1970' s, 
the nun4)er of divorces had risen by about 300,000 annually because of 

ye increasing volme of welfare payments associated with the statutory 
changes of the mid-Sixties and after. 
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Moving further along these lijies, v.'e have estunated a variety of 

statistical nodels to e^q^lain the tt -st obvious outward manifestation 

of family change, the rise in t.'"je relative nunber of families with a 

female head, a phenomenon that Wo'^ discussed earlier. In this case, 

the btoynihan-Gilder -Murray hypotheses suggest that the percentage of 

families with a female head will be positively related to the availability 

of public aid. In addition, we introduce as e>qplanatcry variables the 

degree of labor force participation aniong females and real per capita 

16 

national income. A representative result is the following. 

(9) logF = 1.56 + 00085 A + 02363 L - .02799 Y 

(4 13) (8 74) (3.27) 

where log F is the logarithm of die pumber of families with a female 
head (expressed as a percentage of all families) , A is the familiar 
public aid variable, L is the labor force participation rate for 
femal<-s (aged 20 and over), and Y is real per capita national income. 
Again, the values in parentheses beneath the regression coefficients 
are t-statistics. Clearly, all the variables are highly significant 
in a statistical sense. Our inte'^est is in the public aid measure. 
On the basis of an average of the regression coefficients fran a 
nuTiber oC statistical models of this sort, we estnnate that an additional 
one dollar of per capita aid (between 200 and 250 million dollars in 
1980 prices) has the effect of producing an additional 5,000 families 
with a female head. The Moynihan-Gllder-Murray conjectures are strik- 
ingly confirrcd and the Kllwood-Bane conclusion thit uelfare is not 
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related to changes in family structure is called into serious question. 
With respect to the disagreement between our findings and those of 
Ellwood and Bane, it is worth noting that a. recent study by the Con- 
gressional Research Service, reported in Children in Poverty , prepared 
for the Conmittee en Ways and Means of the U. S. House of Representatives, 
agrees with our conclusions. Using cross-sect onal data, rather than 
time series information, it finds that Aid to Families with Dependent 
Children (AFTC) payments, a major ccnponent of cur public aid variable, 

have "had a dramatic inpact- on the living arrangenents of young single 

17 

mothers, iricrfjasing the proportion v;ho set up their own households." 
It further finds that such benefits had an effect on divorce and sep- 
aration rates, especially anong younger motters. 

Collectively, these findings suggests that the externalities, 
or "spill over effects", of public aid cype transfers of incoae to low 
income merrijers of the society cannot be i^red. While it is difficult 
to quantitatively mee re their inpact in dollar terms, it appears 
that the social costs rx> the country of tPtese externalities probably far 
exceed those suggested by a sinple examination of the official poverty 
rate statistics. 
Concluding Remarks 

One powerful theme seems to emerge from the preceding analysis 
of the enpirical data that describe the poverty-welfare nexus. The 
Wai on Poverty, after some apparent early successes, has been lost. 
Far from acconplishing its intended goal of reducing the volume of 
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Structural poverty in the economy, it has created its own version of 

swh poverty, a "new" structural poverty that is enteied into by choice, 

sinply because it is nore attractive than a non -poverty condition. 

This is not a new development, something that is unusual in time and 

place. A careful reading of the historical experi-nce indicates that it 

h»cti> happened before. One exanple. The Speenhamland Laws that pauper- 
IB 

ized the laborers of England in the early 19th century. Intended to 
provide a guaranteed minimura incotne for all, they encouraged the con- 
dition they were intended to alleviate, just as tran'^fer payments in 
late twentieth century America ooerate to produce poverty rather than 
eliminate it. How far we have gone in this respect is suggested by 
Figure 5 , which portrays what we call the poverty-v.-^lf are curve for 
the Ufiited States. Akin to the Laffer Curve in the area of taxa- 
tion, it shows a relationship between the poverty rate and public aid 
in which the poverty rate declines for an interval as aid is increased 
until aid reaches the piEviously described threshold level. Beyond that 
point, there is a positive association between aid and poverty. 

The particular poverty-welfare curve shown in Figure 5 is 
derived from a regression model that yields approximately the average 
threshold value of aid for those models using an expanded uneirploy- 
irent fornat. Thus, it can be thought of as a "typical" case, given 
1983 levels of the other variables in the regression nodel. Vfe 
have highlighted in this diagram the 1983 level of aid anO the 
maxipum level ol aid that was reached during the late 1970' s. Both 



ERLC 



'13 



40 



Level of 
Pli>llc Aid 
(Real Per 
Capita 
Federal) 




Poverty-Welfare Curve* 



* Assures 1983 levels 
for Uienployinent and 
Income variables. 
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of these are far beyond the threshold value for aid, mRariing that 
the United States is well into the Speenhamland phase vath its wel- 
fare programs. At 1983 levels of public aid, every additional $ 4,000 
of federal public aid e3q>enditures has the effect of putting one 
nore person on the poverty rolls. At present, all that seems to be 
at issue is how attractive we will choose to make the poverty condi- 
tion. That, by and large, will deterroine the size' of the poverty 
population in Anterica. 
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1. Representati\fe works arguing this position are John t'-nneth 
Galbraith, The Affluent Society (Boston- Houghton Mifflin Co . 
1958) and MicFiael Harrington, I^e Other Ainerica (New York Mac- 
millan. 1962). 

2. See. for example. IxTweU Callaway. 'The Foundations cf the War 
an Poverty, Atmrlcan Economic Review. March 1965, Henry Aaron, 

The Foundations of the War on Poverty Reexamined," African Econo mic 

Review. Decenber 1967; W. H. Locke Anderson, 'Trickling DownTThi 

Relationship Between Economic Growth and the Extent of Poverty Airong 
American Families," Quarterly Journal of Economics . Ncrvenijer 1964. 
and Oscar Omati, Poverty Amid Afflijjice : A Report on a Research * 
Project (New York: The New School for Social Research, The Twentieth 
Century F\jnd, 1966). 

3. By 1967, the structuralist argtnent was firmly in place. Tom 
Wicker, 'The Right to Income," New York Tires , Decent>er 24, 1967, sun- 
marized the structuralist position in these words, 'Thus the aim of 
getting everywie off welfare and into participation in our affluent 

society^ is unreal and a pipe dream " He then poes on to add 

that a "decent standard of living ought to be irade available not 

just to an eligible few but to ever/one, and without degrading 
restrictions and policelike investigations." 

4. These regressions reflect a Cochran-Orcutt :iucoregressive ad- 
justment scheme. Consequently, such standard regression parameters 
as R"^ and R are of doubtful validity and are not reported. 

5. Charles Murray, Losing Ground (New York: Basic Books, 1984). Many 
of Hjrray's argurents and conclusions are anticipated by Warren Brookes, 
the nationally syndicated newspaper columist. For exanples, see Warren 
T. Brookes, The Eoonony in Mind (New York: Universe Books. 1982) Chan- 
ter 7. ^ 

6. For example, W, H. Lodce Anderson, ot. cit . . identified three 
sub-groups of the population for \^ch SIb "sBructuralist" hypotl^sis 
m- nt be valid: (1) the aged, (2) females, and (3) those living in 
rv-iMl Ainerica. Not blacks, thougjh! However,' a disincentive, or 
labor supply adjustinent. explanation for the aged is provided in 
Lowll (Callaway, 'The Aged and the Extent of Poverty in the Uhited 
States," Southern Economic Journal , October 1966. See also, Callaway, 
••Negative Income taxes and the Elijiilnation of Poverty," National Tax 
Journal, Septenfcer 1966; Michael Ta jig, ''Negative Incoro Tax Rates 
and the Elimination of Poverty: Conrrsnt," and Callaway's, "Reply", 
National Tax Journal , September 1967. Other evidence appeared but 
was often ignored. For exanple, see Hirschel Kasper, 'Velfare Pay- 
ments and Wbrk Incentive: Some Determinants of the Rates of General 
Assistance Payment^," Journal of Hunan Resources . Winter 1968, in 
which a strong enpirical relationship between general assistance 

case loads and benefit levels is reported (an elasticity of about one- 
half), only to have it discounted in the author's conclusions. An- 
other frequently overlooked piece is Carl T. Brehm and Thomas R. 
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Saving 'The Den^^d for General Assistance Payments," American 
Economic Review, Decemher 196A. A bit later. mDre evidence along 
this lineT'Jiaring with the responsiveness of the unenployment rate 
to the availability of unenployment conpensation benefits, may be 
found in Gene Chapin, "Unenployment Insurance. Job Search, and 
the Demand for Leisure." Western Econocnic Journal . March . 1971. 
These findings were confimed later in Martin Feldstein, "Unenploy- 
uent Cx>npensation. Adverse Incentives and Distributional Anomalies, 
National Tax Journal , June , 197A. 

7 See in particular, the Fall 1980 issue of the Journal of Human 
Resources and Robert A. Moffit, "The Negative Income Tax. Itouldit 
Discourage Work?," ttonthl^ I^r R^^ April 1981. Even earlier 
Robert Hall '^Effects of the Experimental Income Tax on Labor Supply, 
in Joseph a! Pechman and Michael TUipane, eds. Work Incentives and 
Incone Guarantees ; The New Jersey Negative inc^'T^;^erY^t 
(l/ashington D. C. :'TFe Brookings Institution, 1975). provides an 
analysis that anticipates the later findings. Again, though, it was 
systematically ignored, even by the editors of the volume in which 
it appeared For a discussion of the results of the income mainte- 
nance experiinents. see Murray, op. cit . , pp. 150-52 The amazing 
tting in all chis Is the studied^inHiJference with which the evidence 
of disincentive effects has been treated by the "poverty establish- 
ment" 

8. Lowell Gallaway and Richard Vedder. 'Natural' Rate of Unemploy- 
nent " Staff study, Subcomnittee on Itonetary and Fiscal Policy of 

the Joint Economic Conmittee, Congress of the United States (Wash- 
ington, D. C. : U. S. GbvemiTBnt Printing Office, Decenber 17, iy^^> . 

9. Appendix A details the various data sources enployed in this 
analysis. 

10. A sunrrary of regression results for all forty models is contained 
in Appendix B. 

11 See Daniel P. Ifoynihan, The Negro Family : The Case for National 
Action (Washington. D. C- U. S. Deparment of Libor, March 1965) 

12. See George Gilder. Ifealth and Poverty (New York- Basic Books. 
1980) and Murray, op., cit- 

13 See U S Bureau of the Census, Current Po pulation Reports ser- 
ies P-20 no 389 or U. S. Bureau of the Census , Statistical Abstract 
of the United States. 1985 (Washington. DC. US. Government Print- 
I?^gl5rfT^^9^5yrp. ^6. for reference to the statistics referred 
to in this paragraph. 
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14. See page 32 for the articles by Murray and Coe and Duncan. 

15 For a ncre detailed discussion of the economics of divorce as 
veil as eiipincal evidence relatiiig to the rising incidence of 
Anierican divorce, see our, "Inflation, Migration, and Divorce in 
Contenporary America in FVed Glahe, ed. , The Fan^iy and the State 
forthS^^"""' Institute for KKllffstiET-Ri^a^EKr 

16. See footnote 4. 

17. Children in Poverty, ConntLttee Print, Conrrdttee on Ways and 
Means, U. S. House of Representatives (Washington, D. C • U S 
Government Printing Office, May 22, 1985), p. 13. * * * 

18 For a description of the Speenhamland system and its irrpact on 
labor supply, see Karl Polanyi, T^^ Great Transfonration (Belcon 
rress, 19//}. 
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APPENDIX A 

Tt^ data so^jrces for the measures employed in -nalyzing the 
behavior of poverty rate in the Uhited States are as follows- 

(1) POVEIOT RAIE: U. S. Bureau of the Census, Current Population 
Reports , Scries P-60, various issues. 

(2) UNOffUDYhENT RATE: U. S. Bureau of Labor Statistics, Enployment 
and EamiJigs , various issues . 

(3) hCNEY W/V(E RAIE: Conpensation per hour, business sector, as 
reported in Table B-AO, Econcmic Report of the President (l^shington, 
D. C: U. S. Govemnent Printing Otf ice ,"1^9557. . 

(4) GROSS NATICr:AL PRODUCT MJLATOR: Inplicit price deflator, bus- 
iness sector, as reported in Table B-40, Econoctic Report of the Presi- 
dent (Washirigton. D. C. : U. S. Government Printing Office, 1985). 

(5) AVERAGE PRDDUCnVITY OF LABOR: Output per hour of all persons, 
business sector, as reported in Table B-40. Econonlc Report of ^ 
Presid^t (Washington. D. C. : U. S. Government Printing Office, 1985). 

(6) N/CnONAL INOCME: as reported in Table B-19. Economic Report o^^^J^ 
President (Washington, D. C. : U. S. Government Printing Office, 1985). 

(7) O0NSll€R PRICE INKX: as reported in Table B-52, Econcniic Repo^^ 
of the President (Washington, D. C. : U. S. Government Printing Office, 

(8) FEEERAL PUBLIC AID: Federal public aid as reported by the Social 
Security Adninistration in the Social Security Bulletin , various issues. 

(9) POPULATION: U. S. Bureau of the Census, Current Population 
Reports , Series ?-25, various issues. 

(10) DIVORCE RATE: U. S. Bureau of tne Census, Current Population 
r^epor ts. series P-20, various issues. 

(11) FAMILIES WITH FEhWJE HEAD: U. S. Bureau of the Census, Current 
Population Reports , Series P-20, various ij^sues. 

(12) FEmiE LABOR FORCE PARTICIPATION KkTE.: as reported in Table 
B-32, Economic Repor^ of the President (Washington, D. C- U. S. 
Govemnent 
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APPENDIX B 



''er Capita Aid Coefficients and Threshold Values of Per Capita Aid* 
^0 Statistical Models of Poverty. United States. 1953-1933 



Regression Coefficients Nature of Threshold 

Income Value of 

. , Variable Public Aid 
Aid Aid Squared ^ 



LogPoverty -Ex- 
panded Un- 
enploymsnt- 
Autor egre s s i ve 
Adjustn»?nt 

LogPoverty-Log 
^^nenploymsnt- 
Autoregre ss ive 
AdjustTTBnt 



LogPoverty- 
Unemploymsnt- 
Autoregre ss ive 
Adjustment 



LogPoverty-Ex 
panded Un- 
enp loymen tr*^ 



Poverty-Expand- 
ed Unenploy- 
Tnent-Autore- 
gressive Ad- 
jus tnient 



Poverty-Log 
Unenployment 
AutoregressiVG 
AdjusCment 



-.0053256jJ 
-.0056175# 
-.0054970# 
-.0053556// 
-.0055101// 



-.0051557# 
-.004776^ 
-.0051855// 
-.0054093^ 
-.0057751# 



-.0057309# 
-.0051387^ 
-.0054337^^ 
-.0053903# 
-.0052453^ 



.00520?9# 
.0051855# 
.0051912// 
.0051562# 
.0050897// 



.057728/// 
.0663234// 
.0595363// 
.0808615// 
.0560019 



.1029260// 
.0957595// 
.0997982// 
.0864614// 
.0776700^ 



.00001821// 
.00001665// 
.0000 175 7# 
.00001470^:* 
.00001531// 



. 0000144 1# 
.00001314// 
.00001574// 
.00001420^ 
.00001592// 



.00001640# 
.00001475# 
.00001565# 
.00001501# 
.00001514# 



.00001832// 
.00001574# 
. 000017 19# 
.00001419# 
.00001553// 



.0002622// 
.0002418// 
.0002476// 
.0002328// 
.00014A5 



.0002640// 
.0002520// 
.000 ''586// 
0002 3 W 
0002022(3 



PCNYSQ 

LRPCNY 

RPCNY 

PCYREC 

PQJYSQ & 

RPCNY 

PCNYSQ 

LRPCNY 

RPCNY 

PCYREC 

PCNYSQ & 

RPCNY 

PCNYSQ 

LRPCNY 

RPCNY 

PCYREC 

PCNYSQ ^ 

RPCNY 

panrso 

LRPCNY' 
RPQIY 
PCYREC 
Pa^SQ & 

RPa^^Y 

PCNYSQ 

LRPCN-a' 

RPCNY 

PCYREC 

PCN*fSQ & 

RPCNY 

PaJYSQ 

u<pa JY 

RPCNY 
PQ-REC 
PCNYSQ 6c 
RPCNY 



146.23 
169.71 
152.41 
182.16 
163.86 



178.20 
181.75 
164.72 
190.47 
181.38 



174.72 
174.19 
173.60 
179.55 
173.23 



142.00 
164.73 
150.99 
181.68 
163.22 



110.17 
137.14 
122.24 
173.67 
]93.78 



194.94 
190.00 
192.96 
186 8? 
192.06 
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APPENDIX B (Continued) 





Regression Coefficients 


Nature of 


Threshold 


MDdel Form 






Incooie 


Value of 








Variable 


Public Aid 




Aid 


Aid Squared 


** 




Poverty-Uncm- 






PCmSQ 




p loyment-Auto - 


085143 li^ 


. 00024 W 


T T3TVTTV 




regressive Ad* 


-.1002202# 


.0002792^^ 


RPCNY 


179.48 


justment 


-.0702270 


.0002102? 


PCYREC 


167!05 


-.0610323 


.0001716 


PCNYSQ & 


177.83 








RPCNY 




Poverty-Ex- 








110.85 


pancied Uh- 


-.0577331# 


.0002604j5t 


PCNYSQ 


enployment*** 


-.0595512J? 


.0002299# 


LRPCNY 


129.52 


-.058A523i!^ 


.0002^79^^ 


RPCNY 


117.09 




06056 17it 


.000208715^ 


PCYREC 


145.09 




-.0547999# 


.0001881# 


PCNYSQ & 


145.67 








RPCNY 





Source: Authors* calculations. 

* Real per capita federal piablic aid in 1980 prices. 

** Real per capita natigoal income In 1980 prices . The codes for 
the Incone variables are as follows: PCNYSQ-lncocne squared; LRPCNY - 
log incone; RPCNY - income; PCYREC - the reciprocal of incocie; and PCNYSQ 
ano RPCNY nake up a quadratic form of the income variable. 

*** In tte absence of an autoregressive adjustment, the Durbin- 
Watson statistics are inportant. The respective D-W's for the log poverty- 
expanded unenployment nodels are: 1.87, 1.55, 1.75, 1.36, and 1.57. For 
the poverty-ejqpanded meqployment models, they are- 2.03, 1.79, 1.94, 1.58, 
and 1.53. 

# Significant at the five percent level or beyond. One-tailed test. 
@ Sigriificant at tt« ten percent level or beyond. One-tailed test. 
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The evidence with respect to the relationship between the volume 
of poverty and the level of money income transfers to the low-income 
segments of the population is mounting and it presents a compelling 
case for the existence of poverty "by choice"."^ Elsewhere, we call 
this the "new" structural poverty, by which we mean that people choose 
poverty levels of money income over non-poverty levels because they 
feel the combination of rncome and leisure accorripanying "poverty" to 
be preferable to that associated with non-poverty. 

Voluntary poverty of the type envisaged in the concept of a "new" 
structural poverty has quite different implications than poverty of 
an involuntary nature, especially from the standpoint of the social 
wen -being of those recorded as being in the poverty condition. Spe- 
cifically, in the case of poverty "by choice" it would seem that those 
who voluntarily select poverty status in preference to a non-poverty 
situation must feel that they are "better off" in terms of overall 
satisfaction as the result of being in poverty. If this is true, the 
mere fact that they are observed as being in poverty does not mean 
that society should regard them as somehow automatically being candi- 
dates for further societal largesse. At 'the extreme, if all observed 
poverty were of this type, the meaning of the poverty rate as an 
indicator of social malaise would be the reverse of the conventional 
notion that the higher the poverty rate, the poorer the performance of 
the society in taking care of Its low income merr.bers. In the case 
of poverty by choice - the "new" structural poverty - a higher poverty 
rate indicates a more satisfied lower income population. 
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Of course, all this is conditional on the proposition that all 
those who constitute the "new" structural poverty are a part of this 
group by choice. Unfortunately, this is not the case. There is one 
very significant component of the "new" structural poverty that has not 
voluntarily opted for the poverty condition, namely, related children 
within family units, who, more often than not, are the very rationale 
for the existence of the transfer payment income that induces their 
parents to elect the poverty condition. 

How important is the possibility outlined above' Apparently, quite 

substantial. The data of Table 1 describe the changing patterns of 

poverty rates among related children, by state, during the decade of 

the 1970's, These data are calculated from the 1970 and 1980 decennial 
2 

censuses. They are presented here in the form of the percentage change 
in the poverty rate for children across the decade in question, Parhaps 
the most striking feature of this statistical measure is its volatility 
across the states. At one extreme. New Jersey, the poverty rate among 
children rose by 53.2 percent between 1969 and 1979 while, at the 
other, Wyoming, it fell by 34.7 percent. Such differences cry for an 
explanation. 

Perhaps the most obvious possible source of these widely variant 
poverty experiences among the states is differing economic conditions^ 
There is a sizable degree of variation in the rates of economic growth 
among the s ' Thus, this variable should be g-^ven serious consid- 
eration in any explanation of the diverse rates of change in poverty 
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Table 1 

Percentage Change in Poverty Rate Arong Related Children 
Under Age 18. by State, 1969-1979 



State Percentage Change 
in Poverty Rate_ 



Ml Q L/Qlilu 


-19.5 


A» "i 7nn;* 


_ 


Arkansa s 


- 25.2 


Cal i form a 


19.7 


Col or ado 


- 9,4 


Connecticut 


46. 2 


Del aware 


26.8 


Fl nr"i H;* 


- 3.6 


Georgia 


- 12,4 


Idaho 


li^.6 


m inoi s 


35.5 


I ndian& 


28.0 


Iowa 


13.;/ 


Kl nsas 


- 5.0 


Kentuc ky 


- 13.3 


Loui siana 


- 21,7 


Ka i n e 


9.0 


Ma ryl and 


8.7 


Massacusetts 


48.9 


Michigan 


41.5 


Mi nneso ta 


7.i 


Mississippi 


- 26.4 


Missouri 


- 2.0 


Montana 


3.B 


Nebraska 


- 0.8 


Nevada 


9.9 


New Har^rshire 


19.0 


New Je * -7 


53.2 


New Mexico 


- 17.2 


New York 


49.6 


North Carolina 


- 2.:.5 


North Dakota 


10.1 


Ohio 


:2.o 


Oklahoma 


- 20. J 


Oregon 


11.1 


Pennsyl vania 


27.5 


Rhode Island 


lb. 2 


South Carol ina 


- 25.8 


South Dakota 


5.8 


Tennessee 


- 16c3 


Texas 


- 13„8 
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Taole 1 (Londuaedj 



btate 


Percentage ihanne 




in Poverty Kate 


Utah 


0.9 


VermoM i 


20,9 


Vi rgi nia 


- 17.2 


Washin<3ton 


17.3 


West Virginia 


-23.9 


Wisconsin 


16.9 


Wyomuig 


- 34.7 



Source: Table 2, Appendix H, Children in Povpr ty, 
Cc.nmittee Print, Comrmttee on Ways and Means,~Lirb. 
House of Representatives (Washington, D. C.- U, s] 
Government Printing Office, 1935), pp. 613-614. 



5b 



53 



anwng children. In addition, there is, of course, the possibility 
that the poverty-non-poverty choices implicit in the concept of ^he 
"new" structural poverty spill over into the poverty experience of 
children. Consequently, the relationship between the incidence of 
change in poverty among children and the availability of transfer 
payment income must be explored. 

We can begin the exploration with a rather 'straightforward excur- 
sion into the realm of economic theory. Consider the family unit, 
however defined, to be an income maximizing entity. ow, we 

choose to Ignore any non-pecuniary benefits or costs absociated with 
the rearing of children. Now, under these conditions, maximizing behavior 
would seem to dictate that children will be produced only if the dis- 
counted present value of the stream of income they generate exceeds 
the discounted present valu2 of the monetary cost of rearing tf em. 
Combining these two considerations in one relationship, the critical 
determinant of whether it is profitable to have children is the dis- 
counted present value of the difference between the marginal increment 
to income they provide and the marginal cost of rearing, i. e., 

(1) ^ - Z (MR, - MC^)^/ll' ^ r)' 

1=0 



where denotes the benefit', fron having children, MR^ is the 

marginal revenue from children. MC^ is the marginal cost of children, 
r IS an appropriate discount rate, and n is the number of years 
the children reside within the family unn, from birth. 
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If is positive for some finite n, che production of 
children is a profitable enterprise. If n'igative, child rearing is 
not, although it may still be engaged in for the sake of non-pecun- 
iary benefits associated with the existence of children. 

For Our purposes, expression (1) is useful if we can obtain data 
describing the marginal revenue and marginal cost associated during the 
years within the family unit. Fortuitously, some estimates of this 
variety are available. On the cost side, United States Dt, trtment of 
Argicul^ture USOA) estimates of child-rearing costs have been calculned. 
We trcaj as marginal costs food, clothing, medical care, education, and 
certain' miscellaneous expenditures. We use ninety percent of the 
economy budget cost levels estimated by the USOA in 1983 dollars. 
The rationale for using ninety percent of the economy cost level is 
that the income brackets these esti^nes embrace are in excess of the 
poverty threshold level of income on the high side/ The calculated 
marginal costs, for various years of age, between birth and the attain- 
ment of the 18th birthday, are shown in Table 2. 

On the other side of the coin, the marginal revenue of a poor 
child depends on the level of transfer payment income generated by 
the presence of such a child. Confining ourselves to t^ose situations 
in which a family unit is already established, we approximate the 
marginal revenue of an additional child by equating it with the sum 
of the average cash and food stamp benefits available per poor child. 
Table 3 shows these for the years 1974-1979, the latter part of the 
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Table 2 

Estimated Marginal Cost of Rearing Children, 
Various Age Level s 



Age 


Marginal Costs 


Il9i53 Dollars) 


Less than 1 


S 770 


1 


836 




851 


4-5 


943 


6 


1.057 


7-9 


1,147 


10-11 


1,257 


12 


1,317 


13-lb 


1,392 


16-17 


1,497 



Source: United States Depart;nent of Agriculture, 
Agricultural Research Service, USDA Estimates of the 
Cost of Raising a Child , A Guide to Their Use and 
Intcrj)retation , Miscellaneous Publication Number 
1411 (Washington, 0. C: U. S. Government Printing 
Office, 1981), updated. 
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Taole 3 

Average Cash and Food Stamp Benefits Per 
Poor Child. 1974-1979 



Year 


Average benefits 






1974 


$ 1.252 


1975 


1.308 


1976 


1,446 


1977 


1.418 


1978 


1.295 


1979 


1,225 


Average: 




1974-1979 


1.324 



Source: • Table 6-4. Children In Poverty . 
Committee Print. Committee on Ways and Means. 
U. S. House of Representatives (Washington. 
D. C. ; U. S. Government Printing Office, 
1985). p. 182. 
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decade referred to In the calculation of percentage changes in the 
poverty rate among children reported in Table 1. The average yearly 
benefit level for these six years is $ 1,324 (1983 prices) according 
to materials prepared by the Congressional Research Service for the 
Ways and Means Committee of tne U. S. House of Representatives.^ 

A casual examination of the data of Table 2 indicates that the 
marginal revenue associated with rearing a poverty child exceeds the 
marginal costs up to about age 12. If we assume that the child re- 
mains with the family through his or her 17th year, the value of 
in expression (1) Is $ 2,969 (1983 prices), using a three percent real 
discount rate. This Is probably an understatement of for a variety 
of reasons; 

1. Discounting up to the 16th birthday is probably inapprop- 
riate. Poverty children are qjitc likely to leaye the 

sehold before that age. 

2. The real discount rate of three percent is probably higher 
than warranted t 

3. No account is tdken of Income that may be generated by chil- 
dren as they enter their older years. 

4. The true marginal retei.je of rearing children is probably 
understated due to non-inclusion of certain other forms of 
welfare ^^^nefits. 

5. The true marginal revenue of rearing children is understated 
to the extent there is any family income subject to income 
taxation (the Impact of the Individual exemption). 
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6. The true marginal costs are perhaps overstated because 
living standards are not maintained at ninety percent of 
the economy cost level. 
Whatever the true value of B^, 1t seems clear that it is positive, 
meaning that, at the margin, it is profitable to have children if they 
qualify for the standard stream of welfare benefits. In effect, chil- 
dren become the "meal ticket" for the family enterprise. To illustrate 
the importance of children in this respect, we have estimated a 
Robinsonian exploitation rate for them at different age levels, using 
the relationship 

(2) E = (MR^ - MC^){100)/(MR^) 

where E denotes the exploitation rate.^ The results are shown in 
Table 4. During the first year of l^fe, the typical "poor child" is 
subject to a 42 percent rate of exploitation. Exploitation continues 
to be positive through age 12 and then turns sligntly negative up to 
age 18. Over their total lifetime, the exploitation rate for chll- 
dren averages 12.5 percent, meaning that children receive only seven- 
eighths of the transfer payment income they generate for their parents. 

All of this is to suggest a formal statistical hypothesis of the 
fol lowing form: 

(3) PC- = a + b A. + c Y. + u 

' 1 1 

where PC denotes the percentage change in the poverty rate for children 
reported in Table 1, A is a measure of the availability of cransfer 
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Table 4 

Rate of Exploitation of Children, by Age 



Age 


Exploitation Rate 


Less than 1 


42 % 


1 


37 


2-3 


36 


4-5 


29 


6 


20 


7-9 


13 


10-11 


6 


12 


1 


13-15 


- 5 


16-17 


- 13 



Source- Authors' Calculations. 
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payment income to kw income households, Y represents economic 
growtn, the subscript i refers to mdividud] states, and u is a 
random error term. 

For data, we have used the most obvious source of t^-ans^er pay- 
ment income directly relating to children, Aid for Famil <es with 
Dependent Children (AFOC). The average family payment levels for 
1975, roughly the mid-point of the decade under consideration, are 
employed. To measure economic grov^th over the decade, we use the 
percentage change In per capita income levels.^ 

The results of estimating a multiple regression equation em- 
bodying the relationships shown in expression (3) are as follows; 

PC = 24.28 + 0J267 A. - 1.9905 Y., = 844 

(4.81) ' (8.83) ' 

where the values in parentheses are t-statistics. Expression (4) is 
impressive in a statistical sense. Almost 85 percent of the variation 
amonc the states in the percentage change in the children*s poverty 
rate is explained and both the hypothesized explanatory variables 
have -egression coefficients that are highly significant in a statis- 
tical sense. 

What IS the import of this statistical evidence? The answer 
to that Question -s a somewhat depressing one. Wnat is indicated here 
is that a major share of the burden of the rising incidence of the 
"new" structural poverty is borne by the children of those who volun- 
tarily choose the poverty condition. i;ot by choice, but by chance. 
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the offspring of those who have volunteered for the poverty condi- 
tion have •^een thrust center stage into The U'ar on Poverty. Perhaps 
more than anything else, they indicate the ulti^.ate failure of that 
endeavor. In a sense, the generals who marshalled society's resources 
to fight poverty have condemned millions upon millions of children 
to a life of poverty. Exactly how many is difficult to determine but, 
if we had kept the poverty rate among children at its 1969 level, 
there would have been almost four-and-one-half million fewer children 
living in money incoi-ie poverty conditions in 1983c These young 
people are the true casualties of The War on Poverty, a monument to 
the folly of social planning that ignores the behavioral responses 
of the individual members of society. 

Unfortunately, there seems to be no end to such folly. Witness, 
in the 98th Congress, a piece of legislation entitled The Omnibus 
Anti-Poverty Act of 1984 was Introduced. Among ocher things, it 
would have mandated minimum AFDC payments for the states that would 
have forced some 41 of them to raise their benefit levels by 1986. 
At the extreme, under this legislation, Mississippi would be forced 

to increase its AFDC benefits by a factor, of more than four, compared 

g 

to its 1984 maximum benefit levels for a family of three. And 
Mississippi had one of the largest declines in poverty anong children 
between 1969 and 1979. To be frank, if you deliberately set out 
to create a system that would ensure an increase in the rate of poverty 
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ainong children, you could not do mucn better than this. This 
dimension of the Omnibus Anti-Poverty Act approaches being sheer 
madness. It ignores the available evidence and, worse yet, pre- 
scribes a massive increase in the very poison that has led to 
increasing Impoverishment among America's children. Where will 
it end*? 
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FOOTNOTES 



1. See Lowell Gullaway, Richard Vedder. and Therese Foster. "The 
•New' Structural Poverty: A Quantitative Analysis," elsewhere in this 
hearing record. For other works espousing this view, see Charles 
Murray. Losing Ground (New York: Basic Books. 1984) and Warren T. 
Brook<^$, The Economy in Kind (New York: Universe Books, 1982). 

2. These data are taken from Table c. Appendix H, Chi1dr< n Poverty, 
Conmittee Print, Committee on Ways and Means. U. S. House of Representa- 
tives (Washington. D. C: U. S. Government Printing Office> 1985), pp. 
613-614. 

3. United States Department of Agriculture, Agricultural Research 
Service, tJSDA Estimates of the Cost of Raising a Child , A Guide to 
Their Use and Interpretation , Miscellaneous Publication Number 1411 
(Washingt«fn7"D. C: U. S. Government Printing Office, 1981), updated. 

4. For a' family of four, the 1983 upper income bracket to which what 

are called the "thrifty" and "low cost" budgets apply approaches $ 20,000. 
before taxes. 

5. Table 6-4, Children in Poverty , 0£. cvt . . p. 182. 

6. For the classic discussion of Robinsonian exploitation, see Joan 
Robinson, The Economics of Imperfect Competition (London: Macmillan. 
1933). pp. 381-391. 

7. The data source is U. S. Bureau of Economic Analysis, Sur ve y of 
Current Business , various issues. Income is expressed in 1967 dollars, 
using the consumer price index as a deflator. 

8. See Children in Poverty , 0£. dt . , for data concerning the maximum 
benefit levels, by state, in T984. 
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Senator Symms. Please proceed, Mr. Gottschalk. 

STATEMENT OF PETER GOTTSCHALK, INSTITUTE FOR RESEARCH 
ON POVERTY, UNIVERSITY OF WISCONSIN-MADISON, AND DE- 
PARTMENT OF ECONOMICS, BOWDOIN COLLEGE 
Mr. GoiTSCHALK. Thank you for inviting me to testify on this im- 
portant subject. Pohcy decisions are being made on the basis of fac- 
tual evidence, factual evidence which I believe has been misinter- 
preted. 

If I could, I would like to insert my prepared statement into the 
record. 

Senator Symms. Yes. All of the prepared statements will be part 
of our record. 

Mr. Gottsctialk. Also, the Institute for Research on Poverty has 
just published an issue of Focus which gives a summary of a con- 
ference at Williamsburg on an evaluation of the antipover+y pro- 
p-am. I would like to have that inserted in the record as well smce 
It deals specifically with this hearing. 

Senator Symms. Without objection, so ordered 

How long is it? 

Mr. GorracHALK. It is 26 pages. 

Senator Symms. We will either put it in the record or the sub- 
committee files. 

Mr. G< TscHALK Clearly the testimony of Mr. Gallaway outlines 
the m^or thrust of the criticisms on the war on poverty. There are 
really two parts to the criticisms. f" J- 

The first is a factual statement. The factual statement is that 
poverty is worse when programs become larger. 

The second is a causal statement, that the larger programs 
caused the mcrease m poverty. 

TTioee are two separate arguments. I think it is important to sep- 
arate them, as Mr. Murray has done. 

In my testimony, I want to look at the factual evidence and I 
want to argue that it is partially right but misleading. I then want 
to look at the second question: Did the programs cause the poverty' 

1 take a much more neutral view than most people in this field 
It seems to me that many programs worked and some didn't work 
1 thmk that statements that all programs are failures or all pro- 
gTKaa are successes are simply not consistent with the data 

Before I move to the specifics, let me just mention two commonly 
Ignored facts about the war on poverty. The first is that the war on 
poverty s mam aim was to make people self-sufficient. The idea 
was that transfers would be a necessary evil during the time in 
Which you could help people overcome market disadvantages That 
is very clear in the literature put out early in the war on poverty 
There was no idea during the early vears that growth would solve 
the problems or that transfers would solve the problems The hope 
was that you could make people self-sufficient. 

The goal of the people who designed the war on poverty contin- 
uesto be the goal of those of us working in the field. 
. The second ignored fact is that the war on poverty, while large 
in some absolute sense, in any relative sense was small. The war 
on poverty never exceeded $10 billion per year. 
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So for people who want to either blame all of society's ills on this 
relatively small program or people who want to claim tremendous 
success, I think they are simply overlooking the fact that the war 
was fought with lelatively small ammunition. You can't expect to 
have a large positive impact nor a tremendously negative impact 
with this committment. 

Let me move to the details. 

The first question is, did things get worse when progams in- 
creased? 

If you will look at t£.ble 1 of my prepared statement— I will flip 
very quickly through these tables, because I don't want to take 
more than my allotted time. 

If one looks at that table, you find that prior to 1969, pretransfer 
poverty declined. That is, people were earning more and hence 
their poverty rates were going down. During ^.he same time, unem- 
ployment rates were going down. It seems me that there is a 
fairly clear connection between the increased ability of people to 
earn income and the declining unemployment rates during that 

period. , ,. . t 

During the same period, post-transfer poverty was declining. In 
other words, things were working well. People were earning more, 
their pretransfar poverty rates were going down, and their post- 
transfer poverty rates were going down. 
After 1969, there is a change, an important change. 
Pretransfer poverty started going up. In other words, people 
were earning less. The question is what caused this change. There 
is no doubt that the proportion of people who didn't have sufficient 
earnings to put them above the poverty line started going up after 
1969. 

Well, Mr. Murray, and now Mr. Gallaway, argue that it is the 
programs. I do not deny that the programs may have had some 
impact, I think it is irresponsible to p-x>iie that programs had abso- 
lutely no impact, because the sound economic analysis, which I will 
cover in a little while, shows that t ley do have negative impacts, 
and one shouldn't deny that. 

However, what seems to be den'ed by the other side is that un- 
employment rates went up during that same period. We all know 
that after 1969, economic conditions, worsened. It shouldn't sur- 
prise us that pretransfer poverty rates start going up when unem- 
ployment increased. You will notice posttransfer poverty does con- 
tinue to go down. 

The story is straightforward: As the economy weakened* people 
couldn't earn as much, more of them fell into pretransfei poverty, 
and the Government stepped in and helped some of those people 
out of poverty. 

Starting in 1979 post-transfer poverty also started going up, and 
if you look at the evidence from several other papers which we 
have written, you will find that transfer programs ware being cut 
back during that period. 

So, it is clear that transfer programs and unemployment both 
have an impact on poverty. To ignore macroeconomic conditions is 
just simply to ignore the elephant while focusing on the mouse. 
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The next argument leveled against the war on poverty is that it 
Kif • ?^^^}r ^ whites The problem with that argument is 
that It mixes together several different elements. 
.v}I ^ 2 of my prepared statement, it shows 

chan^ in proverty rat^ for six different groups, broken down by 
age ot head, sex of head, race of head, and presence of children. 
What you find is that blacks do relati/ely bett*?r than whites in all 
^^o?^""*!^ ■ "^fi®"" poverty rates among blacks go down 

^u^^ poverty rates among whites for every one of those six 

Now how can the overall poverty rates or blacks go ud? The 
answer is that there were more female head of families who had 

f^It^^'^f ""f^^ If"^' ^'J^ the of blacks, is more 

toward that gronp which has relatively high po.erty rates 

y^^T^^ n* responsible for the c ange in female headship 
1^^* ■ • ^ ^/.^ '■.e^ew evidence in a uttle while which argues 
that there is very little evidence that the Government is responsi- 
ble for those changes. copvuoi 

If you look at the factual statements, things did not get worse for 
blacks. If you break it down by demographic groups, as I think you 
should, you should compare black nonaged males with the white 
nonaged males. 

Were the programs a failuio? 

Here what I would like to do is just review three different pro- 
grams to give you a range, because that is my argument, that Vou 
can t make the statement that everything works. That is what was 

rl^ T ■ i!^"T!, ?^ war on poverty, and people were 
wrong. I wish they h d been right; they were wrong. All programs 
i Meanwhile we now have a new view that says none of 
the programs worked. It seems to me that it is just as indefensible 
as the earlier statement. 

vn?l^ f"I^ Prop-ams were the programs for the elderly. I can refer 
f i,;c , °^ prepared statement, but I think that everyone 
*here was a massive increase in expendi- 
tures on the elderly between 1970 and 1980. There was a $70 bUlion 
increase in programs for those folks. The increase in the programs 
tor the elderly was more than the total amount spent for the nonel- 
Sity°^dSSI '^^"'^ " massivl^oiSi in Si 

The result was that poverty rates for the elderiy dropped from 24 
^ '^'■f '"u^ ^^-y^^"" period. You started with poverty 
^Q^fi iLi ""^It national average and they dropped in 

1983 to below the national average. j yi^ ^ 

It seems to me that this is a clear example that sometimes giving 

M^rl w^""} '^■'''^ ^ *h^* ^e have a great success with the 
elderly. We designed programs and we brought their poverty rates 
down below the poverty rates of the nonelderly 
That is my success story. 

a™ andl^^^tlln^^ unambiguous success with 

^fVli ^Tv f^^"? ^ ""^^h';® ^ *h»'^ while this has become the focus 
i ' 'n'* ? relatively small program compare..! to the 
other programs. People are sometimes surprised to find that AFDC 
and tood stamps only comprises 7 percent of the total amount of 
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cash transfers. While these are relatively small programs they get 
the attention of the public. 

What are the facts? Remember that the claim is that increases 
in AFDC pa3mients cause famiJy breakups and cause folks to work 
less. Both of those tend to be true at the margin. There is some 
evidence that those two statements are true, not, as I will argue, 
massive evidence. 

Table 4 of my prepared statement shows average benefits, female 
headship, unemployment rates for teens and overall unemployment 
rates. You just need to glance down the column to see that there is 
basically very little relationship, in fact, there is no statistical rela- 
tionship between average benefits and the percentage of families 
which are headed by females or the unemployment rate of teen- 
agers or the overall unemployment rate. 

That should come as absolutely no surprise to anyone. Anyone 
who lived through that decade knows that macroeconomic condi- 
tions changed dramatically during that period. 

Senator Symms. Could you pull your mike in just a little bit 
more? 

Mr. GoTTSCHALK. Surely. 

Senator Symms. Welcome to the hearing. Congressman Scheuer. 

Mr. GoTTSCHALK. There were massiv^ changes in the macroecon- 
omy. One would be hard pressed to argue that it was transfer pro- 
grams which caused structural changes like the oil shock. 

knd there was also the women's movement. There were social 
forces going along at that time which made it more likely that 
women would get divorced, that they might raise their ovsm chil- 
dren. One should therefore not be surprise^ hat those factors had 
an overwhelming impact that would, if c^nyxhing, obscure any 
transfer impact. 

If you are going to find any transfer impact, you have to go 
thiuugh very detailed studies, which have been done. First, there 
were the negative income tax experiments which got a lot of atten- 
tion on the Hill. I did a very simple exercise. No fancy econome- 
trics; it's just a simple average. I just took the increase in AFDC 
benefits during this period and tock the labor supply estimates out 
of those studies. The literature is massive. I just took the final re- 
sults. I said, all right, AFDC benefits went up. How much did the 
labor supply go down because of the increased AFDC? The answer 
is, for female haad of families, 2 hours a week; for husband and 
wife families, 2V,i hours a week 

Well, Fm not denving that there is a labor supply effect. There 
is — 2 hours and 2V2 hours. 

My interpretation of those facts is that is not adequate reason to 
cut programs or eliminate programs, as has been suggested There 
are modest decreases in the labor supply, but certainly not enough 
decrease in labor supply to cause any backward bending, new pov- 
erty curves. The micro evidence is just simply not consistent with 
that. 

The second bit of micro evidence are studies by Bane and Elwood 
on living arrangements, which have now received a lot of attention. 
These find that when you look across States that the proportion of 
people who are getting divorced, the proportion of people who are 
having children out of wedlock is unrelated to the AFDC benefits. 
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can refer you to that literature, but that is the bottom line. 

Senator Symms. Could you summarize your statement, please. 

Mr. GoTTSCHALK. The remedial programs in my prepared state- 
ment show that those programs do not work terribly well. While 
we had hoped employment training and education programs might 
have a massive impact, it had a moderate impact, moderate to 
small impact. That's a disappointment. 

In summary, the war on poverty was launched hoping we could 
make people self-sufficient. The fact that the remedial programs 
have not worked very well is a disappointment. 

If the goal of the war on poverty was to reduce poverty, it has 
done so and has done so in spades, mostly, however, by increasing 
transfers. Transfers have b3en effective. While they have caused 
some side effects they have also reduced poverty. 

Thank you. 

Senator Symms. Thank you very much. 

[The prepared statement of Mr. Gottschaik follows:] 
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Prepared Statement of Peter Got^schalk 

The Successes and Limitations of the War on Poverty 
and the Great Society Programs 



The optimistic vision of the early 1960s that a war against poverty 

could not only be waged but also won has now been challenged by a more 

pessimistic revisionist Interpretation. Charles Murray summarizes this 

position succinctly: 

A government's social policy helps set the r^les of the game. . . The 
first effect of the new rules [of the Great Society] was to make It 
profitable for the poor to behave in short term ways that were 
destructive In the long term. Their second effect was to mask these 
long term losses — to subsidize Irretrievable mistakes (Charles 
Murray A Response to the Responses to Losing Ground " p. 2 mlmeo 
1985) . 

This view Is only the latest put forward by a long line of critics of 
social welfare programs. For example, De Tocquevllle' s 1835 "Memoir tn 
Pauperism." which Is based on his analysis of the English welfare system 
argued that ". . .any permanent, regular, administrative system whose 
alJD will be to provide for the needs of the poor, will breed more 
miseries th»»ti it can cure, will deprave the population that it wants to 
help and comfort. . ." (reprinted In The Public Interest , 1983, pp. 

118-119). 1 

The attack on War on Poverty and Great Society initiatives has taken 
two very different forms. During the late 1970' s Martin Anderson 
( Welfare , 1978), among others, argued that the increase xn ^ash and in- 
kind transfer programs that resulted from these Initiatives had vi*.tually 
eliminated poverty, but had created serl'^us disincentives to work and 
save. More recently Murray ( Losing Ground , 1984) has argued that poverty 
and other adverse social Indicators started to worsen In the late 1960s 
and that Great Society prograas contributed to that deterioration. 

ThTs^testimony draws heavily from Sheldon Danziger and Peter Gottschal k , 

"The Poverty of Losing Ground," Challenge Magazine, May/June 1985. 
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According to his view, the War on Poverty increased poverty by Increasing 
disincentives and fostering a change In attitudes among the poor. The 
attempt to wage jar on poverty was counterproductive. 

In this testimony I argue that while policymakers may have been 
overly optljplstlc In the 19608 about the € lllty of society to eradicate 
poverty, the current pessimism Is overstated as well. For a large pro- 
portion of the population, public programs have been an unqualified suc- 
cess—one need only look at the steady drop in poverty rates among the 
elderly to see that eiq>anded expenditures for the poor (In the form of 
Increased Social Security and Supplemental Security Income) can sometimes 
work. For other demographic groups, such as households headed by women, 
we have learned that some programs work but that their costs appear to 
exceed what society Is willing to spend. Finally, for groups such as 
black youth, the problems seem to be more intractable than Initially 
thought. A balanced interpretation of the lessors of the past two 
decades of antlpoverty policy argues for building on what we have 
learned, not dismantling programs across the board. 

BAOCGROUND ON THE WAR ON FOVERTY AND GREAT SOCIETY INITIATIVES 

In evaluating the War on Poverty and Great Society programs, two 
important facta mu«t be kept in mJnd. First, neither Increaaed Income 
transfers to the poor nor economic growth were thought of as the long- 
term solution to poverty. Programs aimed at helping individuals overcome 
their market disadvantages and Improve their skills vere the essential 
ingredient of ^i.e War on Poverty. Cash and in-kind assisUnce were con- 
sidered necessary only for those who could not earn their way out of 
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poverty and as a temporary oteans to aid those who could work. The need 
for these transfers was expected to diminish over time as the recipients* 
skills and opportunities Improved. Likewise, economic growth by itself 
was net considered the solution to poverty, since the hard-core poor in 
the "backwash of society" were not assumed to benefit directly from 
growth. 

Second, War on Poverty and Great Society programs other than cash and 
in-kind transfers were never very large. For example, targeted educa- 
tion, emplo^Tttent and training programs never exceeded $10 billion per 
year or 0.5 percent of GNP prior to 1970, and were never more than 1 per- 
cent of GNP thereafter. It is, therefore, difficult to argue that an 
effort of this size could have had a very large impact, either positive 
or negative on poverty. 

TRENDS IN POVERTY AND XNOOME TRANSFERS 

I now review the broad trends in poverty, income transfers and econo- 
mic conditions to see whether the evidence is consistent with the revi- 
sionist view that progress against poverty was halted just as government 
was starting to do more. In the following section I examine the anti- 
poverty Impacts of changes in specific programs. 

The pre transfer poverty rate is an indicator of the extent to whi^h 
■arket forces leave some households in poverty. Column 1 of Table 1 
shows that the proportion of persons who were pre transfer poor declined 
from 21.3 percent in 1965 to a low of 17.7 percent in 1969 and then 
increased to a high of 24.2 percent in 1983. This decline in the abil- 
ity, or willingness, to obtain market income reflects primarily changes 
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Table 1 

Poverty, Transfers «ad Uneoploytaent 



Year 


Pre transfer 

Poverty 
Idc idence 
(1) 


Official 
(Poattraosfer) 
Poverty 
iQcideoce 

(2) 


Real Cash 
Traosfera 
Per Houaehold* 

(19^2 dollars) 


Real In-Kind 
Tranafers per 
Household* 

(1972 doUara) 
(4) 


Uoeaployneot 
Rate 

(5) 


1950 
1955 
1960 
1961 
1962 


D.a. 
a. a. 
n.s. 
n.a . 

D.a . 


Q.a . 
Q.a . 

20. 2Z 

21.9 

21.0 


$ 365 

460 
664 
730 
770 


* 29 
31 
40 
43 
49 


5.3X 

4.4 

5.5 

6.7 

5.5 


1963 
1964 
1965 
1966 
1967 


D.a . 
D.a. 

21. 3Z 

19.4 


19.5 
19.0 
17.3 
15.7 
14.3 


791 
801 
816 
878 
891 


54 
58 
63 
71 
150 


5.7 
5.2 
4.5 
3.8 
3.8 


1968 
1969 
1970 
1971 
1972 


18.2 
17.7 
18.8 
19.6 
19.2 


12.8 
12.1 
12.6 
12.5 
11 .9 


911 
958 
1,010 
1,150 
1 ,225 


204 
231 
242 
273 
504 


3.6 
3.5 
4.9 
5.9 
5.6 


1973 
1974 
1975 
1976 
1977 


19.0 
20.3 
22.0 
21.0 
21.0 


11.1 
11.2 
12.3 
11.8 
11.6 


1,272 
1,263 
1,395 
1,513 
1,508 


320 
327 
386 
427 
452 


4.9 
5.6 
8.5 
7.7 
7.1 


1978 
1979 
1980 
1981 
1982 
1983 


20.2 
20.5 
21.9 
23.1 
24.0 
24.2 


11.4 
11.7 
13.0 
14.0 
15.0 
15.2 


i,4sa 

1,419 
1,414 
1 ,458 
1,475 
1.543 


464 
472 
482 
505 
508 
n.a . 


6.1 
5.8 
7.1 
7.6 
9.7 
9.6 



Sourcea: P°f^P« transfer poverty, computations by author, from March Current Population 
burvey data Upea; for cooauDer price index, and unenploynent rate. 1984 
Econcic Report of the Pr.atdc£t; for caah and m-kinS transfers, 's^flH 
l A r": "^^^ Pr-graas in the U.S.," Social Securi ty 

lif^; f'A'tTi ^^^«\^'^*«»>« ^"2, Januao- 1971, Ja nuary 1977, Novemb er 
1981. for officUl poverty incidence and niaaber of h>useholda. Current 
Population Reports, S«riea P-60, "Contumer Income. - 

•Tranafera are divided by ail bouaeholda, not l/ recipient households, 
n.a. - not available. 
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In labor demand. As unemployment (Coltimn 5) dropped between 1^65 and 
1969, pretranefer poverty declined. Since then, unemployment and 
pretransfer poverty have trended upward. Throughout the 1970s, the 
poverty-increasinij Impact of rising unemployment was offset by rising 
tranafera. When transfers stopped growing and unemployment continued to 
rise, the official poverty rate (Column 2) rose, reaching 15.2 percent by 
1983, a level not attained since the late 1960s. 

The disaggregated data in Table 2 refute assertions that spending 
growth did more harm than good for blacks. While poverty vates in each 
year for nonaged nonwhites with children are higher than for similar 
whitea, the differentials have narrowed substantially— the rates declined 
for nonwhites, but Increased for whites. In 1967, persons living with 
these nonwhite men were four times as likely to be poor as similar whites 
(Columns k and 5). By 1980, the ratio had fallen to two to one. Much of 
this decline is due to the more rapid Increase in the market incomes of 
bUck men than white men, an increase that more than offsets the effect 
of blacks' relatively larger decline in labor force participation. The 
ratio of poverty rates of nonwhiu women with children to chat of similar 
white women (Columns 6 and '7) fell from 1.8 to 1.5 over the same period. 
Thia is certainly not evidei.ee that poor blacks were disproportionately 
harmed as a result of Great Society programs. 

The fact that nonwhites have become increasingly more likely to live 
in households headed by women with children than have whites means that 
aggregate black-white poverty comparisons obscure the advances shown in 
Table 2. For example, the ratio of poverty rates for all U -ks to all 
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Official Incidence of ft»ttiai»fer VoveiXy, for ftrsoiB 
COasslflfid by nanographlc Group of ttouaetold Head 



. NpCBged: 

WhltE Mm rtewhlte Uilte Norwhlte 

with Med with Wuen with ttnen with 

PerBons Vhltes toriJhltes QiUdren QiUdrer. ChUdren Children 
<1) <Z) (3) (4) (5) (6) (7) 



1967 


U.32 


27.31 


52.az 


7.5Z 


28.4Z 


3S.2Z 


68 .5Z 


1980 


13.0 


13.2 


35.7 


7.8 


16.9 


39.1 


58.3 


















1967-1980 


-9.1 


-51.1 


-31.3 




-40.5 


+2.4 


-U.9 



Source: Qnputatloos by the authors frm Mardi Qirrent RjpuIaUon Survey (fata tapes. 
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whites (data not shown) has remained relatively constant. "he conclusion 
that government programs did little for blacks follows only It a subsun- 
t.al portion of the Increased percentage of families headed by women was 
caused by Increased government transfers, a result rejected by the 
literature reviewed below. 

WHAT WERE THE SUCCESSES AND LLMITATIONS? 

The history of the War on Poverty and Great Society Is a hlstcry of 
overstatement— there is now wide agreement that th^ stated ^oals were not 
universally met. The vision that compensatory p^rcgrams cculd eliminate 
market disadvantages for most groups was unrealistic. As a result, 
achievements fell short of expectations and disillusionment set In. The 
overstatement that "everything would work" was replaced with equally 
unrealistic ar^ertlons that "nothing works." In this section, I review 
three sets of programs which Illustrate the varying degree of success in 
antlpoverty programs. 

Aid for the Elderly . Table 3 shows that between 1970 and 1980 real 
expenditures on programs for the elderly Increased by about $70 olUion. 
Thia Increase in expenditures c., -eds the sum total of all expenditures 
in 1980 on the non-elderly non-disabled population. No serious critic of 
the Uar on Poverty and Great Society would deny that these Increases In 
expenditures, which primarily reflect Increased social security benefits, 
expansion In Medlcare-Medlcald, and the Introduction of an income-tested 
welfare program for tlie elderly (SuppK>tuental Security Income) were major 
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Table 3 

Cott» of Major iDCone Trantfer Programt for tha Eldarly, 
Totally Dltablad «od All Othert 



Prograat for tha Elderly 
Medicare - Medicaid 
All Other Programt 



I960 



1970 



(Billions of 1980 $) 



1980 



I 0.0 $ 21.1 $ 37.8 
*5.3 94.6 U8.7 



Prograat for the Totally Dliabled 
Medicare - Medicaid 
All Other Progra«i 



0.0 
2.3 



2.2 
9.6 



11.5 
20.9 



Prograat for All other Persona 
AFDC and Food Staapa 
Medicaid 

All Other Prograas 



2.8 
0.0 
17.5 



11.9 
4.7 
19.7 



n.i 

6.7 
41.1 



To Ml 



I 67.9 $ 163.8 $ 287.8 



Share of Total Spending 

Medicare - Medicaid 

Other Prograaa for the Elderly 

Other Prograat for the Totally Dl tabled 

AFDC tod Food Staapa received by 

Doo-tgad, Qon-dlaabled 
Other Prograat for Non-Aged, Non-Dleabled 



.000 


.171 


.195 


.667 


.578 


.517 


.034 


.059 


1 .073 


.041 


.073 


.073 


.258 


.1:0 


.143 


1.000 


1.000 


1.000 



Source: David Ellwood .nd Lawrence Suaaert. "Poverty m Aaerlca: la Welfare 
the Answer or the Problen:?" Inttltute for Re.«.rch on Poverty, 
wiii^aatburg Conference Paper » December 1984. 
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factors in explaining the decline In poverty among the elderly. 1 
Societal decisions to nake Intergenerational transfers were a powerful 
Influence In bringing poverty rates for the elderly from 24.5 percent In 
1970 to 15.7 percent In 1980. The probability of an elderly person being 
poor fell froB about twice the national a/erage In 1970 to less than the 
average In 1983. The evidence Is overwhelming that programs for the 
elderly offer a true success story for the War on Poverty and Great 
Society Initiatives. 

AFDC and Food Stamps . Table 3 also shows that AFDC and Food Stamps 
were never very large programs In comparison to programs for the elderly, 
naklcg up only 7.3 percent of Income transfer programs In 1980. While 
these programs were not large, they became the :enter of the debate over 
the effectiveness of antlpoverty efforts. 

ho these programs account for the Increased family breakup and econo- 
mic stagnation In the 1970s? Column 1 of Table A shows a large Increase 
In the real values of the combined AFDC and t'ood Stamp guarantee between 
1960 and 1972. This rise provides the basis for the Increased negative 
fanlly and work effects attrlbuteo to social programs. However, the real 
guarantee declined just as rapidly during the 1970s, falling below $7,000 
by 1984, and iisplylng reduced disincentives. Yet there have been no 
reversals In the trends of either family composition or %rork effort. 

^Vhlle future generations may save less and buy less private 
Insurance because of the institution of these public programs, thus 
reducing their antlpoverty effectiveness, the beneficiaries of thest: 
early Increases could hardly have foreseen these increased benefits. 
Thus even if private decisions partially offset public decisions, early 
recipients would not have had time to adjust. 
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Table 4 

Welfare» F«male Headship and UQeoployment 



UnemployaeDt Rate, 
Civilian Workers 



Year 


Real AFDC 

Plus 
Food Stamp 
Guarantee 


Percentage of Nonaged 
Families with Children 
Headed by Women 


Nonwhlte 

Men» 
18-19 Years 


All Men 






(2) 


(3) 


(4) 


1960 


$6715 


n.a . 


25.1 X 


5.4 Z 


1964 


6604 


n.a. 


23.1 


4.6 


1968 


7129 


10.7 X 


19.0 


2.9 


1972 


8894 


13.8 


26.3 


5.0 


1976 


8743 


16.7 


33.8 


7.1 


1980 


7486 


19.8 


32.6 


6.9 


1984 


6955 


20.8a 


D.a. 


7,4 



Column (1): Weighted average of states' AFDC and Food Stamp benefit level for 
a family of four with no Income C'n 1984 dollars) from Background 
Material and t^ata on Programs Within the Jurisdiction of the 
G:,jmlttee pn Ways and Means, February 22, 1985. p. 532. 



Column (2): 



CompuUtlona by authors from March Current Population Survey data 
tapes. 



Column (3): Etaploynent and Training Report of the President j 1982 , p. 196. 
Column (4): Economic Report of the P re8lden_t^ 1985 , p. 271. 
*For 1983; 1984 data not yet available, 
n.a. - not available 
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Consider all households with cHldren headed by a persnn under 65 
years of age. The percentage of these households headed by women 
Increased steadily from 10.7 to 20.8 percent between 1968 and 1983 
(Column 2). As David Ellwood and Mary Jo Bene conclude, using alter- 
iiatlve data ("The Impact of AFDC on Family Structure and Living 
Arrangements Harvard University, mlmec, 198A), "welfare simply does not 
appear to be the underlying cause of the dramatic changes in family 
structure of the past few decades.** 

I^ikewlse, neither uncaployment rates for young black men nor fo'. all 
nen (Columns 3 and 4) correlate with welfare benefit levels. Betveen 
1960 and 1968, when benefits were rising, unemployment was falling; be- 
tveen 1972 and 1980, when benefits were falling, rates were rising. OiAy 
the 1968 to 1972 period, in which both ^enef its and une )yment raL^s 
rose, fits the view that antipoverty efforts increased unemployment. 
Thin is not to deny that transfers may reduce willingness to work, but 
only to argue that these disincentives have been, at best, of secondary 
importance. DeterioratiQg macroeconomlc conditions, not increased 
transfers, wer > the major causes of chacges in employment of the poor. 



While the time series we have reviewed are suggestive, they do t 
resolve the debate about the relative Importance of poor economic p. .xor- 
■auce or the disincentive effects of transfers in explaining the trend in 
poverty. There is, however, an extensive microeconomic literature that 
shows that the magnitudes of the labor supply and ''amily structure 
effects of transfers are much smaller than those required to confirm 
the thesis of the poverty-Increasing Tects of social programs. 
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Robert Moffltt ("The legstlve Income Tax; Would It Discourage 
Work?,- Monthly Labor Re^^Uw , 1981) suauaarlzes the experimental Income 
BSlntecance studies. Hlp results Imply that a $20 per week Increase In 
the Income guarantee (In 1984 dollars) will lead a female family head to 
work 1.1 fewer hours per week. This Implies that the $2,179 annual 
Increase in AFDC and Food Stamps between 1960 and 1972 ^ shown In Table 4) 
would have decreas^^l we/^z work effort by 2.2 hours. Conversely, the 
$1,939 decrease la annual guarantee between 1972 and 1984 would have pro- 
duced a 2.0 hour Increase . Neither of these figures are Rufflclently 
large to explain very much of the change In market Incomes if the poor. 

That the work effort of women heading households Is not very sen- 
sitive to changes in welfare program parameters has been conllrmed by the 
recent experience with the AFDC rule changes enacted under the Omnibus 
Budget Reconciliation Act of 1981 (OBRA). While many economi'^ts expected 
that the increase in the aarginal benefit reduction rate in At^: to 100 
percent would lead to large reductions in l«;bor supply, numerous studies 
found this not to be the case (see Robert Kutchens, "The Effects of OBRA 
on AFDC Recipients: A Review,** Institute for Research on Poverty 
Discussion Paper #764). Uorking recipients did not stop working and non- 
working reci;jienta did not reduce their rate of entrance into the labor 
force. Recipients continoed to work, either to gain useful skills or to 
signal future employers that they were employable. 

What about male-headed families? AFDC-U covers unemployed fsthers 
with children in about half of the states, but accounts ouly for 8.3 per- 
cent of the caseload. Applying Moffitt's labor supply estimates for 
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husband'wlfe famill?8 to the 1:^60-1972 growth in benefits yields a com- 
bined reduction in hours worked by husbands and wives of only 2.5 hours 
per week. Likewise, single men, who are eligible only for Food St£mps, 
woulU have reduced their labor supply by small amounts because of the 
increased Food Starp guarantee. None of these estimated responses sup- 
ports the position th&t transfers fail to reduce poverty. 

Holding family composition constant, then, it is clear that the 
growth in income transfers has substantially reduced poverty. But how 
much of the increased percentage of households with children headed by 
women can be attributed to welfare? Ellwood and Banc use a vari ty of 
cross-section and tlme-aeries comparisons and find only boall effects on 
birth rptes to umiarried women and divorce and separation patterns among 
families with children. They do find that AFDC has a large effect on the 
probability that young single mothers live independently rather tlian with 
parents or other relatives. This negative consequence of welfare can be 
remedied by changing the rules so that minors not living with their 
parents are ineligible for AFDC. Such a change has been proposed by the 
Reagan administration. However, even if the proportion of persons living 
in households headed by single wouien wiUi chllur<in had reaalued ^onstont 
at the 1967 level* pox^ertj in 1980 would have been lower by only about 
0.6 percentage point (^2.4 instead of 13.0 percent of all persons). Such 
an effect is again not quantitatively large. 

In sunmary. the AFDC and Food Stamp programs must be viewed as 
qualified successes. On the positive side, they acheived their primary 
mission of providing income assistance tc families In need. On the ne^a- 
tiv<: side, they did have disincentive effec'-e, even if thcso ia\e been 
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gr. S8ly overstated b- critics. However, more Important, the hope thi t 
these progrcas could vflther away as the poor gained skills and achieved 
self-sufficiency hae not been oet. 

S£ggl?igA..ProS"°^?- To admit that not all programs worked Is not to 

agree that none were successful. What we have learned from the last 

% 

twecty years of evaluations of aotlpoverty policies Is that some groups 
arc easier to help than others. 

In a recent corJersnce on the War ok Poverty and Great Scc.'ety 
Initiatives, researchers Identified both successes and failures. 2 
Medicare and Medicaid received high sparks for Increasing accecs to medi- 
cal care for low-Income persons. Without thle Improved access, fewer 
low-Income people vould hRve benefited frcm reccD^ technological 
Impruvements In medicine. While a substantial proportion of the poverty 
population still laCks insutanct coverage, those covered nov have the 
meano to ov<ircome disadvdntages associate'' with ilJ heaJtJ^. 

Considerable fal-h was tar.Uet placed In the ability of employment 
and training programs to overcome market disadvsntages of low-income 
people. Here, however, the evidence is mixed. If the criterion for suc- 
cess is that programs raiae future earnir^s 6t participants, then these 
programs are only qualified successes. While njost programs (such as 
Supported WorK and CETA) which served low-income women and some programs 
(such as the Job Corps) ehlch served disadvantaged youth had a positive 
impact on future earuings. few labor mar^-t strategics increased the 
earnings of working-aged nen. 



This aectlor leil-s beav.ly on b^eidcu Danzlger and ttaniel Weinberg, 
The War o c Poverty: Ta k ing Stock of What Worked and What ?ld Not— 
editors' Introduction (Harvard University Press, forthc^'aiDiTT — 
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While several programs had benefits which exceeded costs, these 
tended to be the more intensive strategies which had high program costs 
(about $10)000 per participant). The primary Impact of these programs 
was to increase future earnings through increased hours worked rather 
than through higher wages. Thus, if society is willing to make a 
substantial comioitraent to raising the earnings capacity of lowincome 
people, the investment can be profii:able for some, but not all, groups. 

This qualified picture is partially the result of expectations that 
public programs will raise future earnings. It should be noted that a 
similar criterion is not applied to private sector employment. A welfare 
recipient taking a "dead end" job is still considered successful, since 
placcaent in the private sector is defined as a success, even if it does 
not lead to future wage gains. If a similar criterion were applied to 
the public Sector, then all public sector employment (PSE) programs would 
by definition be successes. The stFndard rationale for this asymmetry is 
that work in the private sector is assumed to lead to the production of 
gooda which have "passed the market test.** Vhile this argument has 
merit, it makes the untested assumption that public goods produced under 
PSE have little or D(i value. 

Early enthusiasm for educational programs which could '*break the 
cycle of poverty** has had to be tempered. While the Head Start eval- 
uations do show some long-term effects, they are not large. At best, 
preschool and elementary school programa have had small lasting effects. 
The evidence does not sustain the hope th^it improved education can serve 
as the major pillar of an ti poverty policy. 
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SUMMARY 



Ad objective evaluatioD of the Uar on Poverty and Great Society wou^J 
describe theu neither as a total success nor a failure. Analysts 
Underestimated the difficulty of bringing everyone Into the mainstream of 
society, and the cures did cause some adverse consequences. The fact 
remains, however, that antlpoverty policies, especially cash and In-klnd 
transfer programs, have significantly reduced poverty. And some 
employment and training programs have helped some low-Income pii^ople 
overcome labor market disadvantages. 

With twenty y^ars of experience behind us, we are In a considerably 
better position today to set realistic antlpoverty goals and to design 
programs to achieve those goals. The fact that not every program worked 
as expected should not be used as an excuse for not building on those 
programs which have worked. A worthy goal of the War on Poverty was to 
eliminate much of the need for transfer programs. That goal, which can 
be embraced by liberals and conservatives alike, seems as valid today as 
twenty yct\rs ago. 
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Senator Symms. Mr. Greeii8te> we have a little confusion here 
between the first two witnesses. Now maybe you can clarify it. 

STATEMENT OF ROBERT GREENSTEIN, DIRECTOR, CENTER ON 
BUDGET AND POLICY PRIORITIES 

Mr. Greenstein. Or add to it, as the case may be. 

Senator Symbcs. Pull that mike in, if you would, please. I can't 
quite hear you. The acoustics in this room are very poor, at least 
from this end of it. 

Mr. Gbeekstein. Mr. Chairman, the topic of the hearing asked 
whether the Federal antipoverty efforts represented a victory or 
defeat. 

Senator Symbcs. We can't hear you up here. Pull that mike right 
up there and speak into it real loud, if you would, please. 

Mr. Grkknstkin. The topic of this hearing asks whether the Fed- 
eral antipoverty efforts represented a victory or defeat. Clearly 
widespread poverty is still with us. So in that sense victory clearly 
has not been achieved. 

But neither can the Federal antipoverty efforts be classified as a 
defeat. Among the elderly, the reduction in poverty has been dra- 
matic, cut more than in half. There have been striking gains in 
areas such as health care and nutrition for the poor. In the absence 
of the Federal poverty programs, the numbers of poor would be 
larger today and their living conditions would be more bleak. In 
short, programs providing cash assistance, food aid and health care 
to the ^r have, in many cases, been successful and in some cases 
remark&bly successful. 

To be sure, poverty stopped declining sometime in the 1970*s and 
has risen in recent yenrs. The predominant cause for this lies not 
in the poverty programs, however, but in the relatively poor per- 
formance of the economy for over a decade, aggravated by steep de- 
clines in real benefits provided U the nonelderly poor since 1970 
due to States failing to keep AFDC even benefits with inflation 
and, to a lesser degree, the Federal budget cuts enacted since 1981. 

In fact, given the rise in inflation and then the high unemploy- 
ment o^r the past decade, we can say that the numbers of persons 
in poverty, the degree to which they fall below the poverty line, 
and their health, housing and nutritional status would all be sig- 
nificantly worse in the absence of Federal antipoverty programs. 

This is not to say, of course, that every program has worked. 
Clearly some have and some have not. For example, as a Nati( n we 
made less of an effort, and those efforts that we made were xess 
successful, in finding ways to move more of the employable poor 
into jobs. We have found it is extremely difficult to design effective 
emplojnnent and training strategies at a time when the economy is 
failing to generate enough jobs to bring unemplo3anent down from 
high levels. We have learned that unemployment and training 
strategies that themselves do nothing to expand the number of jobs 
in the economy are not likely to yield very significant results. 

In the future, as we look to antipoverty policy, we have to focus 
on ways to create more jobs in the economy for those in the under- 
class. 
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Let me comment on a few of these items in more detail in terms 
of some of vhe positive benefits of programs. 

In the area of health care, for example, the infant mortality rate 
changed little in the decade before 1965. Then from 1965 to 1980, 
the period in which Medicaid and other health care programs were 
instituted, infant mortality was cut in half, with especially large 
declines among blacks. 

Similarly, the mortality rate for men over 65 rose a bit in the 
decade before Medicare. In the decade from 1968 to 1978, this trend 
was dramatically reversed. By 1980 life expectancy at birth had 
grown 4 years and mortality rates, adjusted for age, had fallen 20 
percent. Very striking achievements. 

While Medicare and Medicaid were not the only factors in- 
volved, to be sure, they clearly played an important role. 

The food assistance area is another positive story. Agriculture 
Department surveys document that the gap in nutrition between 
low-income Americans and the rest of the society narrowed signifi- 
cantly from the mid-1960's to the late 1970's, the period when food 
stamps and other food programs were developed and expanded. 

Other research, also sponsored by USDA, has found that food 
stamp recipients have better diets than similar low-income familie 
not on stamps, that school lunches improve the nutrition of chil- 
dren, and that the WIC program results in a marked reductioii in 
the incidence of low birth weight, the leading cause of infant mor- 
tality and poor health among children. 

Turning to the cash assistance area, the value here can also be 
seen in the simple fact that when cash assistance to the poor has 
been expanded, declines in poverty have generally resulted. Con- 
versely, when benefit levels have been reduced, progress in reduc- 
ing poverty has stalled. 

As Peter Gottschalk has noted, in the 1960's and 1970's when 
Social Security was expanded and SSI was created, the elderly pov- 
erty rate plummeted from 35 percent in 1959 to about 14 percent 
today. 

This phenomenon is not limited to the elderly, as some would 
argue. In the 1960's, when AFDC benefits rose in real terms, pover- 
ty among single-parent families dropped. After 1969, real AFDC 
benefits fell sharply. During this period, poverty among families 
stopped declining. 

Since 1970, AFDC benefits have fallen 37 percent in real terms. 
Adding food stamps, it is still about a 25-percent decline. 

A recent analysis by the Congressional Research Service has 
found that in most States AFDC and food stamp benefits, adjusted 
for inflation, are at or only slightly above the levels for AFDC alone 
all the way back to 1960, before food stamps vas even created. 

To the degree that changes in public assistance programs have 
contributed to increases in poverty among children, it is because 
these benefits have been reduced so much, not because the pro- 
grams have been made more generous. 

I suggest that the trends are rather clear here: Poverty among 
the elderly dropped as benefits increased; poverty among families 
with children dropped when uenefits weie increased in 1960'e; in 
the 1970's and 1980*s Afj^ benefits started falling, the economy 
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turned sour, and poverty rates for families with children stopped 
declining. 

Cash assistance for the poor does reduce poverty. 

I would also like tx) turn to the arguments that are made, ruch as 
those of Mr. Gailaway and Mr. Murray, that these programs actu- 
ally move poverty in the wrong direction. 

One of the principal arguments here is the claim that since the 
poverty rate is only about the same level in 1980 as it was in the 
late 1960's, since it stopped declining in the early 1970's, and since 
social program expenditures were growing during this period, this 
illustrates that the programs have ^een a failure. 

I think, as Peter Gottschalk has indicated, the most significant 
fact omitted from the analyses of the critics is the very fundamen- 
tal point that the unemployment rate in 1980 was double what it 
was in 1968. When unemployment goes up, poverty rises along with 
it. It couldn't be more basic. 

It should be no surprise that the oflicial poverty rate wasn't 
lower in 1980 when the unemplo3nnent rate was about 7 percent 
than in 1968 when the unemplo3mtient rate was 3.6 percent. The 
fact that the official poverty rate wasn't higher in 1980 than in 
1968, despite the doubling of the unemplo3rment rate, actually pro- 
vides evidence that these programs were working and helping 
people who otherwise would have been impoverished by the slug- 
gish economy. 

Other data analyzed by the Urban Institute show that the broad- 
er programs as of 1980 were lifting far more of those who otherwise 
would have been poor out of poverty than had been the case in the 
1960'8. In short, during this period the slowing of the economy 
dropped people into p^* ^.y while the broadening of benefit pro- 
grams lifted them out. two trends rvughly balanced each other 
out and the official poverty rate stayed the same. 

Let me take this one step furthei . 

If you look at real wages, they rose steadily in the 1950's and 
1960s; they stopped growing around 1973, right around the point 
that Charles Murray notes that poverty among families stopp^ de- 
clining. Productivity, which had also been growng rapidly, started 
stagnati ' around the same period. Real median income stopped 
rising a; «velL 

There is one really important point I would like to underscore 
here, probably the most important correlation regarding poverty. It 
is the correlation between real wages and real median income on 
the one hand and the poverty rate on the other. 

Virtually every year that real wages and real median income 
have fallen end unemployment has risen, the poverty rate has in- 
creased. The poverty rate and the economy have moved in close 
tandem for a quarter of a century. Critics of the poverty programs 
too often fail to acknowledge this rather basic relationship. 

In a recei.t piece of work by David Ellwood of Harvard Universi- 
ty, Ellwood notes that if the thesis advanced by Gailaway and 
Murray that the changes in the poverty programs changed behav- 
iors which resulted in increases in poverty were the case, it ought 
to show up in some alteration of the oasic up-andniown relation- 
ship between the economy, between wages and median income and 
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poverty rates during the period of the late 1960's and early 1970*s. 
As EUwood shows, no change in the relationship shows up at all. 

Ellwood makes a further point, which I think is devastating. He 
looks at the earnings of white males who worked all year. They 
had no unemployment; they are not influenced by the influx of 
wonaen into the labor market; they are not influenced to work less 
by changes in famUy structure given the fact that they are working 
fijU time. What he finds is that real wages for these favored white 
workers, white males working full time all year, in real terms 
started declining, stopped growing, 1969. 

That is something that accords with the economic trends; it ac- 
cords with the poverty trends. It can't be explained by the behavior 
explanations. The relationship between economy and poverty holds 
steady throughout the whole period. 

Moreover, two recent important pieces of research convincingly 
demonstrate that when the economy turns down, low-income 
groups and especially black males are not only affected the most, 
but are affected more adversely than we had previously recognized 

Far from being irrelevant, the economy is the prinicipal reason 
that the poverty rate failed to drop since the early 1970*s. Only 
government benefit programs prevented it from rising further still. 

Charles Murray makes the point that if you look at what he calls 
the latent poverty rate, where poverty would have been before Gov- 
ernment transfers, it was higher in 1980 than in 1968. He adduces 
from this that this shows a negative impact as a result of less self- 
reliance, less work effort by people who could rely on Government 
programs. 

In fact, however, the latent poverty rate, by virtue of the fact 
that it is based on income before and other than Government bene- 
fits, largely represents fluctuations in earnings. As a result, when 
earnings stagnate and unemployment climbs the latent poverty 
rate goes up. The increase in latent poverty tells us nothing other 
than that in 1980 the economy was weaker than in 1968 and pro- 
duced fewer jobs and less income. The latent poverty rat^ increase 
is consistent with the fact that real earnings stopped growing for 
white male workers, a group that had no relationship to the wel- 
fare system. 

Finally, in a recent article Christopher Jencks of Northwestern 
notes that the official poverty rate is not the best standard here 
and that if you adjust the poverty rate to count noncash benefits 
and measure inflation more accurately, it fell about 40 percent 
from 1965 to 1980 even though unemployment went up during this 
period. 

Jencks* conclusion is, "Legislators should look back on their ef- 
forts to improve the material conditions of poor people's lives with 
some pride." 

On the work incentive effort we can look at the fact that from 
1970 to 1980 welfare benefits fell sharply in real terms while Con- 
gress enacted the earned income tax credit for the working poor. 
The result is that durine this period incentives to work versus in- 
centives to be on welfare increased dramatically. During this 
period people got increasingly better off if they worked rather than 
going on welfare, and by 1980 in nearly all States in the country 
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the advantages of working at a minimum wage job vastly out- 
stripped those of going on welfare. 

If the thesis is correct that the earlier increases in welfare bene- 
fits or the availability of welfare benefits generally retard work 
effort to a large degree rather than to the minor degree that Peter 
Gottschalk mentioned, then we should have seen a reversal of the 
trends in the 1970*s. If that thesis is right, then we should have 
seen black and youth unemplovment declining in the 1970*s, female 
head of household formation cropping. It didn't occur; the number 
of female head of households continued to grow, black unemploy- 
ment declined furtner. 

This really shouldn't be surprising, because it isn't benefit pro- 
grams that were causing this problem. 

As Peter Gottschalk mentioned, the landmark study by EUwood 
and Bane at Harvard has found that welfare does not increase ille- 
gitimacy, and EUwood in some further work has noted — I think 
this is of particular importance — that from 1972 to 1980 the 
number of children in black female-headed households rose nearly 
20 percent, while the number of black children on AFDC fell by 5 
percent. 

Senator Sybims. Are you about where you can wrap it up? 
Mr. Greenstein. Yes. 

If AFDA is to blame for illegitimacy, why did tne black AFDC 
population decline at the same time that black female-head'^d 
households were increasing rapidly? 

I have a section here, which I will pass over, on the declining 
labor force participation during this period. But, again, a close ex- 
amination of the evidence shows, I think, that the availability of 
welfare is not the story, that there were other factors going on, and 
in particular, reductions in labor force participation by youag 
males cannot be linked to this, both because the welfare benef.ts 
had stopp^ growing by the 1970*s and for the much more bas'c 
reason that men who are not elderly or disabled are not eligible for 
much in welfare in mosu areas to b^n with. 

The final point that I would make regards the points that Mr. 
Gallaway made about cash transfer increasing rather than reduc- 
ing poverty. He noted that the relationship on this is someth ng 
akin to the Laffer curve. I would only say, Mr. Chairman, that I 
would think the analogy couldn't be more apt. This relationship 
has about as much to do with explaining what is going on in pover- 
ty as the Laffer curve has to do with explaining what lizs hap- 
pened with tax revenues in the last few years. 

There have been many studies on this issue. For example, there 
are studies by the Congressional R^arch Service, the Urban Insti- 
tute, Peter Gottschalk, and Sheldon Danzinger that show a direct 
relationship between the reductions in Federal benefit programs 
since 1981 and increases in poverty. These studies come from schol- 
ars who have no ideological ax to grind and the relationship is 
there, that as you cut these programs and reduce benefits you don't 
reduce poverty, you increase poverty, particularly among children, 
and you make the situation of poverty facing poor families with 
children in this country even more severe than it already is. 

I would say the bottom line is, as the Congressional Research 
Service has recently noted, that the benefits for families in AFDC 



ERLC 



93 



90 



have fallen 37 percent in real terms since 1970. If we continue to 
allow that to go on for another 15 years in this society, what we 
are going to have is not less poverty, but more poverty among chil- 
dren than we have had in decades. 
Thank you. 

Senator Symms. Thank you very much, Mr. Greenstein. 
[The prepared statement of Mr. Greenstein follows:] 



Prktared Statement of Robert Greenstein 



Mr. Chairman, I am pleased tD have this opportunity to appear before 
the CoHmittee today. I am Robert Greenstein, director of the Center on 
Budget and Policy Pn'oritie*: here in Washington, D.C. The Center is a 
non-profit research and analysis organization that focuses on federal 
programs and policies affecting low income persons. 

The topic of this hearing asks whether the War on Poverty was a victory 
or a defeat. Clearly, there is still widespread poverty in the U.S., so 
that victory — in the sense of eradication or massive diminution of 
poverty has not been achieved. 

But neither can the Wa-- on Poverty be classified as a defeat. Among 
the elderly, the reduction of poverty has been -ramatic, with the poverty 
rate being c»Jt by more than half. There have been striking gains in areas 
such as health care and nutntion for the poor. In the absence of the 
poverty programs, the numbers of the poor would bu larger today and their 
living conditions would be more bleak. In short, programs providing cash 
assistance, food aid, and health care to the poor have, ir many cases, been 
successful — and in some cases, remarkably successful. 

To be sure, poverty stopped declining sometime in the 1970*s a .d has 
risen In recent years. The predominant ca -e of this develooment lies not 
in the poverty programs, however, but in the relatively poor performance of 
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the economy for over a decade, aggravated by steep declines in real 
benefits provided to the non-elderly poor since 1970 (mostly due to state 
action in failing to keep AFDC benefits even with inflation) and the 
federal budget cuts since 1981. Given the rise in both inflation and 
unemployment levels over the past decade, we can say that the numbers of 
persons in poverty, the degree to which they fall below the poverty line, 
and their health, housing, and nutritional status would all be 
significantly worse in the absence of federal anti-poverty programs. 

This IS not to say that every prog am has worked. As a nation, we made 
less of an effort and those efforts that were made were less successful 

in finding ways to move more of the employable poor into jobs. We have 
found that it is extremely difficult to design efffctive employment and 
trairing strategies at a time when the economy is failing to generate 
enough jobs to bring unemployment down from high levels. One thing we have 
learned is that employment and training strategies that do nothing to 
expand tne number of low wage jobs in the economy are not "likely to yield 
very significant results. 

As we look to anti-poverty policy in the future, we must therefore look 
for ways create more jobs in the economy for those in the "underclass" 
and to move long-term unemployed, chronically poor persons into those 
jobs. 

Having given this overview, I would like now to explore these issues in 
more detail. First, I would like to explore the track record of various 
poverty programs. 

Health Care 

The progress made in improving health care for low income persons 
illustrates that the poverty rate, as measured in term"* of cash ncome, is 
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not the sole measure of well-being among the poor. In the decade before 
1965, for example, the infant mortality rate changed lutle. Then Trom 
196b to 1980, the period in which Medicaid and other health care programs 
were instituted, infant mortality was cut in half . There were especially 
large declines in infant mortality among blacks. 

Similarly, the mortality rate for men over 6b rose a bit in the decade 
before Medicare was instituted. But in the decade from 1968 to 1978, this 
trend was reversed. Life expectancy for Americans began to improve 
significantly around 1968. By 1980, average life expectancy at birth had 
grown four years, while mortality rates, adjusted for age, had fa^en 20 
percent. 

These must be rtcognized as striking achievements, and while Medicare 
and Medicaid surely were not the only factors involved, they clearly played 
an important role. By virtually every measure, prenatal and geriatric care 
for the poor improved markedly when these programs were introduced. 

Evaluations show very positive results for other health programs as 
well, such as the ccTiuumty health centers program. This program improves 
the health of low income commumties, reducing hospitalization rates and 
Medicaid costs. 

N utrition ProgamS 

Food assistance programs for the poor are another area in which poverty 
programs have had important results. Department of Agriculture Surveys 
document that the gap in nutrition between low income Americans and the 
rest of the society narrowed significantly from the mid-1960's to the late 
1970's, the period during which food stamps and other food assistance 
programs were developed and expanded. Other research Kas found that food 
stamp recipients have better diets than Similar low income families not on 
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food stamps, that school lunches improve the nutntion of schoolchildren, 
and that the Special Supplemental Food Program for Women. Infants, and 
Children (th» WIC program) results ,n a marked reduction in the incidence 
of low birth weight, which is the leading cause of infant mortality and a 
major cause of poor health amonq children. 

Cash Assistance 

The value of cash benefits can be seen in the fact that when cash 
assistance to the poor has been expanded, declines in poverty have 
generally resulted. Conversely, when benefit level; have been reduced, 
progress in reducing poverty has stalled. 

The elderly are a vivid example. In the 1960's and 1970's. Social 
SecM-;ty benefits expanded and the Supplemental Security Income (SSI) 
program for the aged and disabled poor was created. Largely as a result, 
the elderly poverty rate plummeted from 35% in 1959 to 25% in 1970 and to 
less than 16X in 1980. 

This phenomenon is not limited to the elderly. In the 1960's. when 
AFDC benefits rose in real (inflation-adjusted) terms, poverty among 
single-parent families dropped. After 1969. real AFDC benefits fell 
sharply, as states failed to keep benefits even with inflation. During 
this period, poverty among families stopped declining. 

Since 1970. AFDC benefits have fallen 37% in real terms. If food 
stamps are added in. the real decline is still about 25%. Even more 
striking, a recent analysis by the Congressional Research Service has found 
that in most states, real AFDC and food stamp benefits combined are at or 
only slightly above levels for AFDC alone back in 1960 . before the food 
stamp program was ever, created. To the degree that changes in public 
assistance programs have contributed to increases in poverty among 
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children, it is because the benefits in these programs have been reduced so 
much, not because the program? have been nidde more generous. 

The trends thus are Ctear: Poverty among the e'deriy dropped as 
benefits increased. Poverty among families with children dropped, as well, 
in the i960's, when benefits increased for them, also. In the 1970's and 
1980's, the poverty rate for families with children stopped declining as 
real AFOC benefits started falling {and as the economy turned sour). The 
evidence demonstrates that expanded cash assistance programs for the poor 
do reduce poverty. 

Before leaving this ovemew of the positive aspects of anti-poverty 
programs, I do want to take note that other p ograms, such as Headstart, 
have also been shown to be have positive results. The evaluations of 
"oadstart show desirable outcomes in a number of areas, including increased 
employment and reduced welfare in subsequent years for Headstart children. 

The Attacks on the Poverty Programs 

It IS ironic that at the very time that much evidence of positive 
achievements from these programs is becoming available, the major focus of 
public attention has turned to sharp new attacks on the whole concept of 
providing assistance to the non-elderly poor. This attack centers on 
several basic arguments: that poverty rates failed to drop while social 
spending increased, and that the programs must therefore have failed, and 
that public assistance decreases work effort and fosters illegitimacy. I 
beneve that the evidence does not support these charges. I would like to 
briefly address each of these issues. 
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^- Poverty fai led to drop, so the programs must have Tailed 

An argument that seems to be repeated fairly frequently these days is 
that despite significant increases in social program spending, the poverty 
rate did not drop from 1968 to 1980, but instead remain-d at about the same 
level. According to p^-nponents of this school of thought (such as Charles 
Murray, author of t-si ng Ground ), if the programs were successful, the 
poverty rate should have declined. 

This sounds attractive on the surface. But it turns out to rest on 
a superficial and flawed analysis that fails to take basic changes in the 
economy (and in benefit programs) into account. 

Perhaps the most significant fact omitted from the analyses of those 
who subscribe to this point of view is the fundamental point that the 
unemployment rate in 1980 was double what it was in 1968. When 
unemployment goes up, poverty rises along with it. It should be no 
surprise that the official poverty rate wasn't lower in 1980 when 
unemployment exceeded 7X, than in 1968 when unemployment was just 3.6X. 

Indeed, the fact that the official poverty rate had not climbed higher 
in 1980 than it had been in 1968, despUe the doubling of the unemployment 
rate, actually provides strong evidence that these programs were working - 
and were helping people who would otherwise have been impoverished by trie 
sluggish economy. 

Further evidence comes from the Urban Institute, which found that in 
1965, before the poverty programs were expanded, federal benefit programs 
lifted out of poverty less than half of those who would otherwise have been 
poor. By the late 1970' s, the programs had been broadened and were 
lifting about 70X out of poverty. 
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In effect, ^rom 1968 to 1980, the slowing of the economy dropped people 
Into poverty and the broadening of benefit programs lifted them out. The 
two trends roughly balanced each ot'ier. and the official poverty rate 
remained about the same. 

In losing Ground , Charles Murray argues that the economic downturn had 
nothing tc do with the failure of poverty to drop in the 1970's. He states 
that economic growth, as measured by growth in the GNP, rose more in the 
1970's than in the 1950's, when poverty did decline. This is supposed to 
prove that it was not the economy thdt kept poverty rates high in the 
1970's. The trouble with this argument, however, is that GNP growth is not 
the relevant issue. Growth in the GNP does create jobs, but this growth 
was too slow in the 1970's to create enough jobs for the unusually large 
numbers of women and young people (from the baby-boom generation> who were 
entering the job market. As a result, unemployment rose. 

In addition, real wages, which had been rising steadily in the 1950's 
and 196D's, .topped growing in the 1970's. At the same time, productivity, 
which also had been growing rapidly, stagnated. Real median income stopped 
rising, as well . 

rHow there is a direct correlation - probably the most important 
correlation regarding poverty rates - between real wages (and real median 
income) and the U.S. poverty rate. In virtually every year that real wages 
and real median income have fallen and that unemployment has risen, the 
poverty rate has increased. The poverty rate and the economy have moved in 
close tandem for a quarter century. Critics of the poverty program too 
often fail to acknowledge this basic relationship. 
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Moreover, two important pieces of recent research* convincingly 
defnonstrate that when the economy turns down, low income groups - and 
especially black males - are affected the most (and affected even more 
adversely than had previously been recognized). Far from being irrelevant, 
the economy has been the principal reason that the official poverty rate 
has failed to drop since the early 1970's. Only government benefit 
programs prevented poverty from rising further still. 

Finally, if one examines not the official poverty rate, but rather an 
adjusted poverty rate that counts non-cash benefits and that measures 
inflation more accurately, then even the claim that poverty was as high in 
1980 as it was in the late 1960's falls apart. Christopher Jencks of 
Northwestern University has explored this issue in a recent article." 
Jencks finds that when the appropriate adjustments are made to the poverty 
rate so that poverty trends over time can be more accurately measur -i. the 
poverty rate in 1980 turns out t, be significantly 1^ than it was in the 
late I960's (and nearl, half of ,hat it was in 19b5). even though 
unemployment was so much higher in 1980. "Legislators should look back 
their efforts to improve the material conditions of poor people's lives 
with some pride." Professor Jencks concludes. 
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Incentives for Welfare Rather than Work 

Another cnticism of federal anti-poverty efforts -- and particularly 
of public assistance benefit programs -- has been that they have footered 
incentives to go on welfare rather than to work and are also responsible 
for rises in illegitimacy. Each of these issues deserves examination. 

Charles Murray contends that between 1960 and 1970, changes in welfare 
benefits made welfare more attractive than a minimum wage job for many 
families. He attributes basic changes in the work ethic among low income 
employable persons to changes in the mid-1960's to early 1970*s period. 

There are a number of problems with this analysis. First, while 
welfare benefits did rise in real terms m the 1960's. a minimum wage job 
was still more remunerative than welfare in most of the country in 1970. 
(Murray's analysis of this issue is flawea bo.h m incorrect calculations 
of food stamp benefits and in the use of an atypical high welfare payment 
state as though it were representative of the nation as a whole). 

Secondly, if Murray's thesis were correct that perverse welfare 
incentives spurred the growth of female-headed households and the rise in 
black unemployment, then these developments should have occurred to a much 
greater extent in the 1950-1970 period in those high welfare payment states 
in which adverse "incentives" actually existed than m the low welfare 
payment states m which the advantages of working were greatest and 
minimum-wage jobs remained vastly more remunerative than public aid. This 
did not occur, however. In fact, black youth employment fell more during 
this period m the South, where the welfare payments were the lowest and 
were far below than the minimum wage. 

The "perverse welfare incentives" argument is even weaker when applied 
to the years afte" 1970. Starting about 1970, welfare benefits fell 
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sharply in real terms. At the same time, the advantages of working were 
expanded through enactment in 1976 of the earned income tax credit for the 
working poor. The result is that by 1980. it had become substantially more 
remunerative in nearly all states to work at the minimum wage than to go on 
welfare. This is particularly important, because if perverse welfare 
incentives in the late 1960's actually led to family dissolution and black 
unemployment as the critics contend, then these trends should have reversed 
themselves in the 1970's. when the relative advantage of work over welfare 
increased sharply. But this didn't ,ccur - the number of female-headed 
households corat^ned to grow and black employment declined further. In 
reality, this should not be surprising, since the benefit programs had 
little to do with causing these problems. 

Indeed, there is a growing body of impressive research on the question 
of whether there is a relationship between welfare and illegitimacy. 
Although this may not. fit the popular conceptions on this issue, the 
research finds no significant connection between welfare and out-of-wedlock 
births. 

The landmark study on this issue was funded by the Health and Human 
Services Department during the Reagan Administration and was completed last 
year. The study, by Harvard researchers David Ellwood and Mary Jo Bane, 
found that welfare apparently has some influence on whether unmarried women 
who get pregnant continue to live at home. But Ellwood and Bane found that 
welfare has virtually no impact on whether unmarried women, including 
teenagers, get pregnant or bear children in the first place. 

In subsequent writings. Ellwood has issued devastating critiques of the 
Murray thesis. Ellwood has noted that from 1972 to 1980. the number of 
children in black female-headed households rose nearly 20%. while the 
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number of black chiloren on AFDC fe11 by b% . If AFDC is to blame for 
illegitimacy, why did the black AFDC population decline at the same time- 
that black female-headed households were increasing rapidly' How can 
welfare be encouraging more single black women to have children if many of 
these same women do not collect welfare when the children are born' 

Finally, there is important research that bears on the question of work 
incentives. For those who argue that anti-poverty efforts have sapped work 
incentives, the major "evidence" citf^d generally consists of data showing 
that between 1965 and 1980, the proportion of black men in the labor force 
declined and the employment gap between young white men and young black men 
widened . 

The research actually points in other directions, however. Employment 
among black teenagers actually declined more in t' e 1950's, before the 
poverty programs began, than in any decade since. And virtually al_L of the 
decline in black teen-age employment from 1950 to 1970 was caused by the 
disappearance of low-paying jobs in the South, as southern agriculture was 
mechanized. Research by John Cogan , now associate director of 0M8 and a 
former Assistant Secretary of Labor in the Reagan Administration, found 
that in 19S0, nearly half of all employed black teenagers worked as farm 
laborers, and more than 90% of these black teenage farm workers lived in 
the South. From 1950 to 1970, most farm employment in the South 
disappeared. As a result, the main source of employment for black 
teenagers vanished. 

The evidence, Cogan concluded, is "inconsistent with the view that the 
growth in welfare participation among blacks is at the heart of the decline 
[in black teenage employment]." In the North, where welfare benefits were 
higher than in the South, black youth employment did not_ drop, Cogan noted. 
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By contrast, u was in the South - where welfare payments were lower - 
that black teenage employment fell. 

To be sure, employnent among black youth continued to fall after 1970. 
when the mechanization of southern agriculture largely complete. But 
by the early I970's. AFDC benefits were falling and welfare .oils had 
passed their period of growth, so the decline in black employment in this 
period cannot be blamed on expanding government benefits. 

There are numerous other factors that appear to have contributed to the 
decline in black employment in the 1970's and to the widening job gap 
between black and white youth. The 1970's was a period of unprecedented 
competition for jobs, as record numbers of white women and black and white 
youth entered the labor market. In those swollen labor markets, further 
enlarged by increases in inmigration. many young blacks from poor families 
(and often with poor educations) appear to have been pushed to the "back of 
the queue." 

The stagnation of the general economy aggravated this problem. 
Employment rates for young black males are more sensitive to the 
performance of the economy than are the employment rates for any other 
demographic group. When the economy soured in the 1970's. young blacks 
were affected most. 

Other factors also appear to have contributed 1o low employment rates 
among black youth (such as. perhaps, the growth of the "underground 
economy"). Fn addition, the fact that many more young blacks were 
attending college or enrolling in the an„ed forces in the I970's meant that 
significant numbers of the most employable black yofth were no longer in 
the civilian labor force, a factor which also tends to result in higher 
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unemployment rates for the less employable persons who remain in the labor 
force . 

But the existence of public assistance programs is, at most, only a 
small part of the unemplc^ jnt story. The research in this area indicates 
that the availability of welfare has only small effects in reducing the 
degree to which AFDC mothers work outside the home. The effect on black 
men does not appear substant'-'al either for the basic reason that men who 
are not elderly or disabled are not eligible for much in welfare in most 
areas. Cash welfare benefits available to unemployed young mal-'S range 
from meager to non-existent in most jurisdictions. 

Where Do We Go From Here ? 

Claims that poverty programs backfired and made things worse or 
simply that the programs were failures do not stand up. The very real 
and troublesome problems of high unemployment (especially among black 
youth) and significant illegitimacy rates cannot be laid at the feet of War 
on Poverty efforts. And as noted, in a number of key areas these programs 
dramatically improved living conditions for millions of low income 
families and elderly persons. 

But I would not want this discussion of poverty issues to be seen as 
simply a defense of the status quo or a call just for more of the same. If 
the benefit programs did reduce poverty and improve health care and 
nutrition, they did not, on the other hand, create jobs or increase 
earnings for large numbers of the poor. This, as well as efforts to tackle 
the extremely difficult task of reducing teenage pregnancy, remain tasks 
that continue to confront us. 

To be sure, creating jf -s for the poor would have been an extre'^ely 
difficult task in an economy that, in the 1970's, was not generating enough 
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jobs to prevent unemployment from rising and real wages from stagnating. 
But new. creative endeavors in this area are essential (and, if the economy 
improves in coming years, are more likely to be successful). 

Other efforts are also important. Tax burdens on the working poor have 
soared in recent years - and while the Congress debates lowering marginal 
tax rates to 35% for upper income Americans to spur incentives, the 
marginal tax rates for many working poor Americans are close to 100%. ♦ (As 
an example of a perverse work Incentive, the marginal tax rates on the 
working poor are hard to beat). The tax reductions the President has 
proposed for the working poor are a first and very necessary step to deal 
with this problem. 

Expanding the earned income tax credit (EITC) further to benefit single 
individuals and larger families who work would be another important step 
that would specifically reward those of the poor who work - and would 
strengthen incentives for working. 

Further efforts to toughen child support collection are also needed. 
To the degree that we enhance the income of the working poor through an 
expanded EITC, and increase the income of low income mothers through better 
child support collections, the need for families to rely on public 
assistance will be somewhat diminished. If we can also mount successful 
job creation strategies aimed at the underclass, and can expand programs 
that enable low income persons to compete more effectively in the job 
market (such as supported work programs for low income mothers and work 

h.'ir.Un •'°'"Ji"9P°°'-> additional earnings result not only in higher taxes 
but also in the loss of benefits. For each additional dollar earned bv 
working poor mothers who receive AFDC and food stamps, close to a dollar is 
taken away In reduced benefits and Increased taxes. As a res U e?fectlie 
marginal tax rates for these families approach (and in some cases IxcLd 
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programs similar to that now being run for welfare eligibles in 
Massachdsetts) , the numbers of those needing public assistance checks will 
be reducea further. 

For those families with children who do need public assistance, 
however, we should at long last provide national minimum benefit levels 
that are tied to inflation, as we do for the elderly in the SSI program. 
We can debate statistics on poverty for years, but if we allow AFDC 
benefits to fall another 37% in the next 15 years, we can be certain that 
the numbers of American children living in destitutvon will reach levels 
not seen in this nation for decades. 
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Senator Symbis. Mr. Murray, we welcome you here. Also, Senator 
D Amato. 

Reyresentative Schkukr. Mr. Chairman, the acoustics in this 
room are absolutely dreadful, and I am having trouble understand- 
ing much of what is b-jing said. So I would ask the wit-^ss to just 
hug that mike and speak right into it loud and clear. 

Mr. Murray. I will do my best. 

Representative Scheusr. 1 apologize for that. 

Senator Symms. 1 am having trouble myself Mr. Murray, please 
procied. 

STATEMENT OF CHARLES MURRAY, SENIOR RESEARCH FELLOW, 
MANHATTAN INSTITUTE FOR POLICY RESEARCH 

Mr. Murray. Thank you for the invitation to testify. 

Senator Symms. Your entire prepared statement will be made 
part of the record. 

Mr. Murray. 1 will skip over most of it. 

I would just lik^ to begin by noting that there are certain things 
ttiat are agreed upon, and I, foi one, would likv. to subscribe to 
Peter Gottschalk's description of what has happened to the poverty 
statistics. 

This is not something that we need to spend a whole lot of time 
T-orrying about, because the facts are known. The problem is the 
^uaal relationship of what caused what, and when my colleague 
Pet^r Gottschalk says thir^ would have been a lot worse other- 
wise and I say no, it went the opposite direction, we are both in- 
volved in making some assertions about causality which require us 
to explore the dynamics of :vhat went on. 

Let me very briefly take up the one mcyor issue of unemploy- 
ment, because as other witnesses have pointed out, when you have 
nsing unemployment you arc?, among other things, probably going 
to liave nsinc poverty. That makes good sense. But I think that if 
you are going to understand what happened, you also have to look 
within those dynamics to see who gained, who lost, who is eettine 
the jobs that are created. 

4rv}^ regard, I would direct the attention of the members of 
the subcommittee to the section in my prepared statement where I 
break down job acquisition in the United Stateb. 
lol^^'^ ^^'^ created in the United States from 1960 to 

lysu despite nsing unemployment, a huge number of jobs, as many 
have pomted out. 

Well, who got those jobs? I specifically compare blacks with 
whites, and 1 oreak down the iobs oy low skill versus high skill jobs 
usmg basic Department of Labor categories to do that, and there is 
a very striking contrast, which I don't think proves a thing. 

I would like to emphasize this with r^ard to a great many of the 
thin^ bemg said at this table and things being said in my book 
and m others, which is we are in theposition right now of trying to 
explore a very complicated process. This is one way of tryine to eet 
mto that process. ^ e & 

If you take a look at high skill jobs from 1960 to 1980 and look at 
how blacks diJ, they did terrific. The line on the graph, figure 5 of 
my prepared statement, indicates how well they did. Jobs climbed 
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very rapidly from the 1959 baseline and they have climbed much 
higher on a percentage basis than they did for whites. That is good, 
because blacKS were vastly underemployed in the higher skill jobs. 
That's a positive step. I would point out it was taking place well 
before strong affirmative action took hold too. But never mind 
that. They did well. 

I present that graph primarily in order to establish a contrast 
with what I consider to be a very provocative set of trends, as 
shown in figure 6 of my prepared statement, the acquisition of low 
skill jobs from 1960 to 1980 by vace. If you look at those lines, 
again you are looking at the percentage increase in those jobs from 
1960 to 1965, ai d you will find that from 1960 to 1965 blacks con- 
tinued to acquire low skill jobs proportionately as fast as whites 
did, which is mso a healthy matter, because you had very high un- 
employment rates among blacks and you couldn't expect all of 
them to move into high skill jobs. They should have been acquiring 
low skill jobs. 

In 1965 the bottom drops out of low skill job acquisition by 
blacks. For one reason or another — let's not worry about why right 
now — blacks suddenly stopped getting low skill jobs. 

If you take a look at that not iust in terms of the percentage in- 
crease but actually the raw numbers, as in figure 7 of my prepared 
statement— figure 7 is to be a question demanding an answer, be- 
cause if you are creating many millions of new low skill jobs, why 
is it blacks didn't get any of them? I will go further. From 1S65 to 
1980 blacks lost another 117,000 low skill jobs. Now, something 
went on, and there are lots of explanations for it. There is the baby 
boomers competing with blacks; there are women entering the 
labor force. 

In the prepared statement I present I describe at some length 
some reasons for thinking those don't really explain veiy much. If 
you have an opting out of the competion for low skill jobs at the 
same time you have rising unemplojmient rates, I would say you 
have to try to explain why. 

Well, my explanation, based on what I can read from the litera- 
ture, goes something like this if I try to relate this to the question 
of social programs. 

Let me put it in terms of a phenomenon we are witnessing here 
in the District of Columbia right now. Let's think of the young man 
or woman living in the inner city of Washington, DC, today, where 
unemployment remains extremely high despite 2 years of a grow- 
ing economy. We know that jobs are available in large number in 
the DC area. Across the river in Virginia there is a pronounced 
labor shortage. 

Why, then, have the unemployment rates among blacks in the 
District remained so obstinately high? TIi? most common explana- 
tion, as was described in the Washington Post at great length a few 
weeks ago, is that the jobs are too far away and public transporta- 
tion is bad and it takes you a couple of hours to get to those jobs. 

Well, that explanation and the uncritical acceptance of it is to 
me a fascinating commentary on the elite wisdom about social 
policy. To see this, stop for a moment and consider how preposter- 
ous that explanation would have sounded to our parents and 
grandparents. 
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For that matter, it is useful to ask oneself how many of one's 
middle class acquaintances routinely spend a few hours a day. per- 
haps even on public transportation, commuting to and from work 
How manv are routmely at work or on the way to and from work a 

5°*"^ L'liy- "^"^ uprooted their families in 

the past and moved them across country to get a new job' 

o A 1f"1°"*i.^"i* that public policy toward the poor applies 
a double standard m this country. What is reasonable and usual 
behavior for the middle class has come to be considered cruel and 
usual for the poor. This double standard has been pervasive in the 
way we have developed social policy since the 1960's whether the 
topic ^a unemployment or education or obeying the law or stand- 
ards of personal responsibility for one's behavior. 

In my niind no other single factor explains more about why we 
constructed social programs the way we did, administered them as 
^ u ' ^ fostered so many unhappy outcomes. The double stand- 
ard has been nowhere more divergent and more iiyurious to the 
poor than the attitude of affluent whites toward poor blacks. 
n»Sl flu- ^"P^T ^- moment that the net pay for any one 
perron taking such a low-income job is too small after you take out 
the transportation costs. Why don't you have two or three people 
from the same unemployed famUy take those jobs and pool their 
^ ^ P"*^ ^^^"^ ^"^^^ thVpoverty 
Well, you can't do that unless families consist of husbands and 
wves; you can t do that very easUy unless there are fathers serving 
fL^, models for children. And these are inappropriate expocta- 
tiOM to have of the typical poor famUy in urban America. 
,„i;c mterdependent famUy has historically been the 

instrument for coping with poverty in America and 
around the world. But now there are alternatives to the spouse as 
fi. K*®' alternatives to the parent as a provider, alternatives to 
iafifS^ i"«">"ance policy for one's old age, and those alter- 

natwes are m lai^e part a direct creation of the public assistance 
programs. To expect large numbers of American poor to cope with 
unemployment as a family unit is now unrealistic. It didn't used to 

If transportation is inadequate, why don't you have more low 
income housing over there in Virginia? 

.r„- J?" 1*"^ *° build low income housing in this country, you are 
going to lose your shirt. Rent control in some areas and rules about 
evicting tenants for nonpayment are so strict that nondiscrimina- 
tory statutes are going to prevent you from screening your tenants 
so that you can get good risks. You can't afford to build low-income 
housmg, because you can't make money on it. Even if there were 
^w-mcome housme, you can't necessarily expect a poor person to 

S,-^J^''^'*' r*^"^ '^^^fy a subsidized housThere in 
Washmgton, they have a vested interest in remaining -vhere they 



But here the problems get worse when you try to explain why it 
nln!^ ^ labor shortage in Virginia, because if the unem- 

ployed youth does go out to seel that job he may very well not get 
it Its not just because of racism; it is also because he doesn't deal 
with numbers well enough to be cashier; he doesn't have the basic 
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% social skills and language skills to be a sales clerk even though he 
has a diploma and went to a school with a large grant under title I 
of the Elementary and Secondary Education Act of 1965. And he 
won't have learned those things for a whole variety of reasons, but 
a lot of them have a great deal to do with an elite wisdom that 
decided it was wrong to compel students to absorb the habits and 
values of the msgority middle class. 

If the youngster does get a job, earns $4.00 an hour, takes it 
home, he has to explain why it is that his friends next door are 
making so much more money from much less difficult and demand- 
ing jobs, mostly in the underground economy. 

Well, in this explanation I think it is quite clear that a lot of 
things are going on, and they don't all have to do with the size of 
the AFDC benefit, and here I must say that the controversy I 
helped inflame with "Losing Ground'' never said that they did. I 
must decline to accept the formulations of either Mr. Gottschalk or 
Mr. Gallaway as representing what I said in the book about the 
nature of these causes. The fact is that it was not the Medicaid pro- 
gram that caused the breakdown in public education and it was not 
AFDC payments which chcmged our law enforcement standards. 
You have a variety of things happening, all of v/hich interacted 
and all of which changed the world in which a young person grew 
up, but all together across the various areas of social policy I would 
say there are changes which were fostered, facilitated, and enabled 
by social policy. 

I conclude the prepared etatement with a couple of pages sug- 
gesting what we might do. I think I have used up most of my time 
right now, so I will withhold those statements, except for one brief 
comment. 

I do not think that this country is yet ready to have major 
changes in social policy, because we are still, most of us, much hap- 
pier thinking that compassion lies in the way of spending rather 
than less. I tb'- < we ar^ probably going to do better if we don't try 
to have minor cuts in AFDC and minor cuts in the food stamps 
program. Personally I would be in favor of agreeing to the advo- 
cates of larger spending in those programs, because as the years go 
on and we continue to see more hungry children, and we continue 
to see more babies that require AFDC payments, as we continue to 
see an increase in the problems despite the continued effort to in- 
crease the expenditures in these programs, perhaps finally we will 
come around to a point where we will be able to confront much 
more squarely the nature of the dilemma we face. 

Thank you. 

Senator Syhms. Thank you very much, Mr. Murray. 
[The prepared statement of Mr. Murray follows:] 
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Prepared Statement of Charles Murray 
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nr Choirmon end Members of the Subcommittee 

I thank the Subcommittee for the opportunity to appear before it today, Dut 
the assignment is daunting The last Umi I tried to answer the question, "Did we 
win or lose the War on Poverty?" it took me a book to do so i And properly so 
There is aimjst nothing to be said about the enects of the War on Poverty that is 
both simplf and completely true Let me confine myself looay to what I see as a 
few basic issues 

A Stow IF ic AWT Success 

Did the reforms we now associate v»ith t},e War on Poverty Y,-crk for anyone? 
The ansvi-ef is yes, witnout much question, tor one group peopie or retiren.ent age 
Figure 1 below shows the poverty trendiine ^or ttiose^ged 65 or o'^'^r 
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Figure l. Pouerty flmong the Retirement-Rged, 1959-1983 
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Among the elderly, the large increases in public assistance programs in 
the 1960s and early 1970s were associated with very large reductions in the 
poverty level among the elderly, concentrated ^rom the years 1 965 through 1974 
On the less positive side. It should be added that these reductions were achieved 
Inefficiently without a means test for Social Security benefits, a very large 
proportion of the increased expenditures have gone to elderly people who are not 
poor (Even in 1965. it must be remembered, 70 percent of all persons over 65 
were flol poor ) It should also be noted that the reforms may have had some 
adverse side-effects in rates of savings and other behaviors- But the increase<^ in 
spending for the elderly did reduce poverty 

For the workin^-aged, the picture is very different Ftgure 2 on the follow- 
ing page shows the pexentage of the population under the age ot 65 living in 
poverty from 1959-1983 The fierce defense currently being waged on behalf of 
income transfer programs for the working-aged ultimately comes down an effort 
to explain why Figure 2 does not really mean what it seems to mean Standing 
unadorned, without exegesis, the measure of poverty that was created by the 
federal government as the metric for assessing progress says that the public 
spending intended to lift the working-aged noor out of poverty was a conspicuous 
failure Before 1969, and stretching back to the end ot World war II, this measure 
revealed steady progress^ As the economy grew, the poor diminished in numbers, 
and the working-aged poor diminished fastest of al) The United Spates was not 

2 See for example Martin Feldsteinand Anthony Pellect^io, "Social Security and Household Wealth 
Accumulation Nev Hrcroeconomic Evidence." Review of Econom . andStati?tic? 61 (August 1979), pp 
361-68 

5 The official poverty measure has been calculated retrospectively back to 1 947. when 't is estimated to 
have atood at 33 percent ot the population See Molly Orshansky, ed , The Measure of Po^/ertu. Techmcal 
Paocr I vol I (Waahinoton DC Government Pnnt-ngOffice, nd ), p 349 We do not he^e a t'-»ivduvn 
uy a^e group lui uic ycoi > pMOf tu t 55^ oa5eo on exDcrience t^om 1559-67, t'efore ttie maior 
increases in Social Security began, reductions were concentr^tedamongthe vnr king -aged-- could ht 
predicted logicall y When Qovernmcnt transfers ar^ relatively small . reductions ui poverty are produced 
almost exclusively by economic growth, snd the benefits of puirtomic growth accnieimtially to the work 
force 



ERIC 



112 



only getting rtcher as a nation. It was getting richer for those a^. the bottom 
Wealth was not just "trickling down", ii was flowing down at a rate that promised 
to eliminate poverty among the workmg-aged altogether within anotner decade or 
so Then, just as the income transfer programs got into high gear, progress 
against poverty among the workmg-aged stepped 
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Figure 2. Pouerty Among the Ulorking-flged, 1959-1983 



The Role of Iw-Kihd Benefits 

Perhaps progress did not really stop P'erhaps it only appeared to stop, 
because the poverty measure is misleading And in tact it is. in two quite dif- 
ferent ways First, as the Congress has been discussing for some years, the 
oificial measure does not take in-kind benefit-^ into account A variety of methods 
fordoing so have be3n explored by tne Bureau of the Census*^ insofar as we c^n 

"^Thrw recent papers from the Bureau of the Cen?uv Technical Papers 50. 51, and 52, have been 
groppling viththij e^tremelij difficult methodological problem The mo^t rer^nt is Technical P^per 52. 
Est! mate? of Povert y tncludmg the Value of Noncash Benefits . t9g3 (Washington Government Printma 
Office, August 1 984) 
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tell from the avollaDIe data, however, none has muc^ effect on explaining away the 
proDlem posed by Figure 2 According to the most widely used figures prepared by 
Professor Timothy Smeeding, reductions in poverty for the population as a whole 
conltnued to 1972-73, and stopped thereafter, regardless of whether the measure 
is the "offfciar one or a measure incorporating the value of in-kind benefits' We 
also know that the apparent reductions in poverty among the population as a whole 
dunng the penod 1969-73 masked the end to progress among the worPing-aged 
This same phenomenon must be presumed to have affected the apparent reductions 
In 1969-73 after in-kind benefits are taken into account, because such a large 
proportion of the in-kind benefits were earmarked for older citizens In i970, for 
example, riedicare, exclusively for the elderly, was a $7 1 billion program com- 
pared to $577 million for Food Stamps and and $552 million for public housing 
(both of which were themselves substantially directed at the elderly) Medicaid, 
the only major in-kind benefit program in which the elderly did not participate, 
cost S5 2 billion in combined federal and state expenditures^ in the early 1970s, 
tn-kind benefits cannot be expected to have pushed the poverty rate among the 
working-aged more than one or two percentage points below the levels shown by 
the official statistics The shape of the trendlme shown m Figure 2 would be 
essentially unaffected by the inclusion of income transfers 

Latewt Poverty 

The official poverty statistic misleads in a :ec':r,cl '-^^ " .'P-p rg together 
income fronr* aP sources When Lyndon Johnson signed the first anti-poverty bill, 



^tbingthe awlyscs of Timothy Smwdirvg, whova; commujioned by the Bureau of the Censuc to vnte its 
first mojor paper (Technical Pap^r 50) on th: issue '^ee also Timothy Smceding, "Recent increases in 
PwertyintheUS Whs* the Official Estimates Fail to Show " Testimony prepared for Subcommittee on 
Oversight and Subcommittee on Public Assistance and Unemployment Compensation, Committee on Ways 
and Means, U S House of Representatives, Washington, D C , October 18.1 983 

^Bureau of the Census. Statistical Abstract ofthe United States . I98Q (WashinGton. D C Government 
Printing Office, 1960), Table 534 
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he made his intention clear Success would De measured Dy getting people off the 
dole, aDle to make a decent living on their own, not Dy sending out enough checks 
to enough people to keep them aDove the poverty iine"^ The official poverty 
statistic does not measure progress toward this goal The poverty statistic that 
does measure such progress is what I call "latent" poverty, sometin.9s also 
referred to as "pre-transfer" poverty This statistic reports the number of people 
who would be poor if it were not for government transfers Figure 3 shows the 
level of latent poverty in the years for which a figure h.s been calculated by 
researchers at the Institute for Research on Poverty 
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Figure 3. Latent Pouerty from 1959-1983 

On this measure, we did not simply stop making progress In 1969 We 
started heading in the wtong direction 



^See'Johwon Sigro Bill to Fight Poverty Hetlgw Nev Era 'Nev York Times. 21 August 1964 
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How important is the measure of latent poverty*? in recent years, analyses 
of the poverty statistic^ have been based virtually rvithout exception on the 
assumption that more money automatically means greater well-being for poor 
people Few of these analysts would make the same claim for mlridle-class 
people, let alone the nch On the contrary, the pursuit ot higher incomes at these 
levels IS more often treated as intellectually and morally suspect But for poor 
people It has been assumed that $14,000 is always better than $12,000, $12,000 
Is always better than $10,000, and the question of where the money came from is 
tnvlal, the kind of thing that concerns only curmudgeonly moralists who don t 
understand the realities of poverty 

I disagree profoundly, for reasons that I have described at length else- 
where® Self-reliance is not desirable just for abstract reasons The self- 
reliance of a family is intimately bound up with the way that parents see 
themselves and raise their children, the way that children see their parents and 
their own responsibilities, end, by extension, intimalei » bound up with many of the 
problems in cnme, education, illegitimacy that make life :n our poor communities 
nearly unbearable 

To me. Figure 3 portrays not just the failure of the transfer programs to 
continue the progress aaatnst Dcverty, but a change Involving : centrally important 
measure of the American Ideal For many years— throughout American history, one 
may speculate— this country had provided a systenr^ in whicn larger and larger 
numbers of people were able, through their own efforts, to provide a decent living 
Tor thenr)selves and their families For whatever reason, that historic trend 
reversed at the close of the 1960s The official poverty statistic is Indeed 
misleading, but the most Important way it is misleading is by masking this 
reversal Measured officially, progress against poverty among the worktng-aged 
Shurrdu. LogliwGfOund. pp 176-91 
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slopped rieesured m the way lhal London Johnson wanted to defeat poverty--tn 
m way that, once upon a time, was the Mu acceptable way to defeat poverty— 
we have been losing ground for more than fifteen years" 

'It Woutp Have Bcew Worse Othervise' 

This leads us to the great conundrum about the poverty statistics My 
colleague Peter Gottschalk who is also testifying today ran examine the same 
trendline for latc^* poverty and see in it dramatic confirmation of the need for the 
expanded puDlic assistance programs of the l9V0s and for continued expansion in 
the 1980s Unemployment and nonparticipation m the labor force, especially 
among young blacks, have shown a secular upYfard trend since the 1960s, and 
unemployment is a major cause of poverty Households headed oy . single 
female, especially households headed by a single, poorly educated young female, 
have also increased rapidly since the mid-1960s, and such households raturally 
tend to be poor^^ On these and similar grounds, it has been argued that the flat 
trer.Uline in poverty is in fact evidence of success without the income transfers, 
poverty would have Increased much more than it actually did 

Neither side in the dispute can make its case in the absence of some crucial 
c<^usa^ assumptions If the decline in employment among black youths is caused by 
venobles exogenous to social policy, and if the rise in female-headed households 
among blacks is caused by variables exogenous to social policy, then the con- 

^ Can the 1 rtrtm I n latent povertg be attributed to an Incrcaac I n the elderly? It seems more likely that 
the opposite i$ true The evidence on this point is fragmentary but provocative The "inflation" of the 
latent poverty rate caused by the elderly srts substantially smaller in 1 976 than it vas in 1 983, a finding 
that It conaistant vith collateral data about the changes in the iconomic situation and the size of different 
age cohorts durl nq the 1 970$ It appears 1i kely that the slope of the increase In latent poverty after 
1 968-69 vould have steeper, not shallover, if data excluding the elderly were fully available See 
Murrau. Iwl no Ground, p 274 
^OlWd.,Chbptcr 5 

Ibid., Chapter 9 For efffeds on the poverty rate, see Gordon Green and EdNrtrd Wei niak,ChaQgm9 
Family Comoftsition and Income Differentials . Special Pemoqcfl&bljlAfaljfglCDS- 80- 7 (Washington, 
DC Government PnntingOffic«, 1962) 
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elusion Is Inesccpoble without the increases in transfer payments, poverty among 
the working-aged would have risen substantially during the 1970s if these 
phenomena were In part effects of social policy, then one may examine the 
massive JoD creation that occurred and ask why certain segments of the American 
population opted out of competition One may ask why Increasing numbers of 
blacks and poor people in general 'ormed single-parent families that virtuaDi 
guaranteed they would remain poor no matter what happened to the economy Vrnat 
IS causing whaf^ 

UWCMPtOYMCKT AND CAUSES: ThE CA3E OF BlACK J08 ACQUtSlTWN 

Let me take up this question with regard to one of the most obvious culprits 
for the end to progress against poverty, incre^^sing unemployment Who lost what 
kinds of jot)s, when^ who gained? To what extent can we at least take comfort 
that the increases in public assistance programs had just been put in place when, by 
happj coincidence, the need for them began to increase? 

First, consider the nature of job creation in the United States during the 
1950s and 1970s Figure 4 shows the growth of jobs broken down by race It is . 
presented to emphasize a fact that is too often forgotten in the discussion of nsing 
unemployment some people were net getting a piece of the pie, but the pie itself 
was growing very fast 



o 121 
ERIC 



118 



35 
30 

iacrtasf In ikt 25 

M. •f (mi 

mfllfMis). 20 
BasHiM: 1959 

15 




1980 



So'jrcf C)*p»r<ment of L»bor , EmcTwmw^t ^nd Tr^mmo R»t>ort of thg Pr»?id>n» 
jjSQ (Vashing tor. Government Prmtmg OffK*, 1981), TabI* A-20 



Figure 4. Jou Creation trom 1960-1980 

As Figure 4 shows, blacks os well as whites increased their total number of 
jobs But there was a curious pattern in the nature of the jobs they got i bngin 
with higher-skilled jobs, using the Labor Department': categories ot white collar 
and "craft and kindred" to represent such jobs '2 Figure 5 shows the relative 
success of whites and blacks in imprnving jpon their situations os of 1959 



The inhc3teqorijm "i^per^tr. r ' might 3)=,,^ imm? .et ^umpni it^ HeniKit-, i^q he^vu ^-QuiprnfM 



1; 

up^rator*.^ c=ill for jp-^-nlized 5Vi1b it n ^ br,r(j*rlin« loOgtrnM,* tr,t lij.juiQ it ,jr,^* nM , hang^ nMure 
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Figure 5. Acquisition of SScilled Jobs from 1 960- 1 980, by Race 

Figure 5 is expressed in terms of percentage increases, which is the best 
way of understanding how blacks did relative to the size of their population But 
black progress looks impressive as well when the numbers are expressed in terms 
of raw number of jobs Overall, blacks gained a net of 40 million ]obs in the 
skilled-job categones Contrast this with Figure 6 below, calculated in the same 
fashion, for low-skill jobs 
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Source D^pvtm^M of L^bor . Empbumfflt jnd Traminq Report of th» President . 
l^(V»shin9ioo GoYernmentPnntTnq Office J 9e0), Table A-20 'lowsbll" is 
the sum of workers m the nontirm Ubor and service categories 



Figure 6. ficqui<;ition of Loui-Skill Jobs from 1960-1980, by Roce 

Through 1965, blacks continued to acquire new low-skill jobs as last as 
whues did Then they stopped doing so The economy continued to generat. such 
jobs, in very large numbers Many of them passed invisibly into the hands of 
Illegal aliens But even if we limit the data to the visibU ^obs for which blacks 
and whites v^ere competing, the black record is disheartening Lest it be thought 
that Figur3 6 reflects an artifact created by the use of percentage increases, I 
repeat it ip Figure 7, using raw numbers of jobs 
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129Q (Vtshmston Ooremment FVmtriq OffKe J981), Table "Low-skill" is 
the fum of workers m the nonfarm ]iOor ind servKe categories 



Figure 7. Numbers ef Neui Loiu-Stcill Jobs from 1960-1980, by Rote 

From 1959 to 1980, the economy generated 6 2 million new low-skill jobs 
Of those, blocks had a net gam of 23 1 ,000 All of that net gain of 23 1 ,000-- 
indeed, more than that net of 23 1 ,000— had been obtained during the period 
1960-65 After 1965, t lacks lost a net 117,000 in the tow-skill categories, at 
the same time that whites were acquiring almost 4 9 nillion Those of us who 
disagree on why things happened may nonetheless agree in one unaeniable fact 
something happened to change either the behavior of blacks, or the behavior of 
employers, or both What might this "something" have been? 



It should be nottd that these figurw all nUr to nonfarm jobs, to avoid confoufiding with the effecta of 
the loss of agricultural joba 
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A DiMtllfSHitIG N£gD? 

The need fo** jobs for low skilled olecks would seem to have been greater 
than ever before The employment situation among young blacks, those who were 
most likely candidates for low-skill jobs, was deteriorating rapidly Even during 
the boom economy of the Vietnam War from 1965-69, biack teenage unemployment 
never dipped below 24 percent The employment position of young blacks relative 
to young whites actually worsened during the boom A black/white teenage 
unemployment ratio that had remained stable at approximately i 9 to 1 during the 
early 1960s increased m e single year, the boom year of 1966. from 2 0 to 1 to 2 3 
to 1 , where it stayed for the rest of the decade Meanvrhile, a gap was also 
opening up in the labor force participation of white and black youth There was 
ample need for low-skill employment among blacks after the niid-1960s 

The Ambiance of the Sixties? 

henial jobs are demeaning such was one of the discoveries of the 1960s, 
and 1* may be hypothesized [0 nave affected black attitudes toward lov/-pa"jing 
jobs more than it afttxted white attitudes, primarily because of aspects of the 
black pride movement ! will not try to identify the extent of these changes, but 
two observations seem relevbnt One is that heightened black pride could 6^ easily 
be. expected to produce a frame of mind m which blacks vyere determined to be 
^'^decemde^^t— the immigrant syndrome Why shoiild we think i* naturdl that rising 
black pnde would produce e preference for no job to a tnenial job" A secorJ 
observation is that in this case aUitudes do not enable behavior Any of us might 
neturslhi nrpfpr lp^<^ijrf tn ^ mpniftl inh if wia hftrt tho rhr^^ru — nnr 



' Unless oihcrviJ? ?pfcified these snd other labor force data are t^ken from Bureau 0? labor St^iti^t^j, 
Labor Force Statistics Derived from the Current Population Sur^-et j A Datdtook . volume \ T'/za^ihinqtcin. 
DC Cjcver.ment Printing Office, 1982) 
^5 Murray, Lo^uignrcunO, pp 75-8 
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toward such )cbs might be very negative But we are unlikely to act on that 
attitude unless we have an alternative Very few of us will choose to starve 
rather th'in accept an undesirable jcb The reforms of the the 1960s are most 
accurately seen In this arena as a facilitator for behaviors thai are always 
waiting to happen, not as changes that provoked strange new ways of acting 

The Baby Boomers? 

The changes might be explained by the enormous increase that took place In 
the size of the labor force Professor John E .qchwar? writing in America s Hidden 
Success, has rgued that the ""crowded generation" enlenng the work force from 
1965 onward Is to blame The causal mechanism whereby the baby boom or the 
inf1u?< of women Into the labor force produce these effects Is competition More 
whites are in the job market Given a choice, employers hire the more attractive 
candidates, who lend lo be white—either because of superior prejferatlcn or simple * 
racism The job market is perceived as a queue In which blacks stand at the end 

In Losing Ground. 1 suggested that such explanations are inadequate because 
of the peculiar timing of the changes in behavior The gap in labor force participa- 
tion did not open up during a time of economic slowdown, but during the boom years 
of the 1960, vhen jobs were being created faster than even the baby-boomers could 
enter the labor market Also, f the baby boomer hypothesis is to be accepted. It 
must be explained why older olacks did well They, after all, tended to be poorly 
educated, they had grown up m an era of open racism, and were without even the 
asset, youthful vigor and flexibility They should have been most vulnerable to a 
changing economy and to increased competition from the baby boom and women Bui 

York WW Norton, 1983), pp 124-30 
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older DIacks continued to improve their employment position long after the position 
of young blacks had detenoretf d 

The swelling labor force hypothesis is susceptible, however, to more direct 
treatment than 1 presented in Losin g Ground insofar as it implies that increases in 
the size of the labor force ore associated with tne deterioration in the employment 
position of black yoiUhs Has this been the case"? Have, in fact, increases in the 
number of persons competing for jobs been associated with the increase in the gap 
in black-white labor force participation or the increase in the black-white 
unemployment ratiu"? 

If a relationship exists, it is not Immediately apparent From 1955-50 the 
labor force increased at a mean of 1 7 million persons annually, and the range of the 
annuo] increase was great, from a low of 155,000 in 1962 to a high of 3,242,000 in 
1976 But there is no direct association between the size of the Increase from year 
to year and the changes in the unemployment and LFP gaps between blacks and 
whites Using data for the period 1955-60, the correlation of the annual changes tn 
♦he size of the labor force with the corresponding change in the size of the 
black/white LFP gap among teenagers is effectively zero (+ 03), as is the 
correlation with changes In the black/white teenage unemployment ratio (also 
* 03) '8 Black teenagers did not experience greater employment problems in year-^ 
with the larger Increases In the labor r^rce 

A more useful representation of change in labor force size is one that takes 
the job-creation performance of the economy into account The indicator in this 
instance is "npt wnrk-qppi^prQ" tho tjr.ftr'c mrroftco c\22 'ctcr Izrzz 

^"^ Murray. Lmiw Ground DP 72>4 

^ ^ Pwrson £ using annual changw i n totol civilifin latwr force, blttk/vhitc unemplogment ratio for 1 6- 
1 9 y«r-old3, and the black-vhitc percentage g«p in LFP for 16-19 year-olds "Black" in all cases 
denotes "black and other " It should be no*ed that comparable results obtain vhen the change in size of the 
li»bor force Is expressed as a percentage > «:r3«e insteac jfarav numencal increase 
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minus the years change in the numDerof employed persons A positive number ihus 
represents more new work-seekers than joDs and a negative numDer represents 
more new jobs than there were new workers to compete for them 

Again using the experience from 1955^50 for Dlack and wh.te teenagers 
(agesl6-19), the data do not fit expectations In fourteen of those years, the 
increase in the number of employed persons exceeded the increase in the labor 
force, yet in 12 of those 14 years, the gap in labor force participation increased 
In 11 of those years, the unemployment ratio increased Overall, the correlation of 
"net work-seekers*" with annual changes in the labor force participation gap was - 
02, the correlation with first difference In the unemployment ratio was strongly 
Inverse (-53) Some of the worst deterioration in the black employment situation 
relative to whites occurred not when there was a shortage of new lobs. but in the 
years when there was a surplus 

We may also explore the hypothesis that it was specifically the increase in 
the number of teenagers, not general increases, that affected the indicators in 
question Here too the bivenate relationships remain low The correlation of the 
first difference in the sue of the teenage population ages 16-19 with first 
difference in the gap in LFP is ♦ 16, with first difference in the unemployment ratio, 



Space does not permit extension of these numbers to other age grcjps. nor 
will I attempt to develop more complex models here I vvill leave it as an 
assertion (one that can be readily explored from data in the appendix of Losin g 
Ground ) that the weakness of the relationship between the increase m the labor 
force, size of the teenage cohorts, and th3 Mbor force behavior persists across age 
groups and across sexes This does not mean that i hanges In these demographic 
variables had no effect at all I would expect that they did, and that a well- 
specified model will reveal such independent effects The question is whether the 
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relolJonshlps have much explanatory power, and to this the answer so far seems to 
be "no " The more complex modelling that has been done to date supports this 
conclusion 

The Employ es' Fault? 

I hove been suggesting, here and in Losing Ground that the posture of low- 
income persons toward Jobs changed It was "their fault/ if one wishes to put It 
that way, that they were unable to acquire at least some proportional number of 
the low-skill Jobs tha» were being created Another possibility ts that the 
competition for such jobs was not only numerically too great, but qualitatively too 
great 

To examine this, let us return to the successes and failures of blacks to 
acquire jobs during the period 1960- 1980, breaking down the job categories more 
precisely Given the queue explanation of the deterioration m the employment of 
blacks— that blacks were at the back of the line— what proportions of these new , 
jobs might be expected to have gone to blacks'? Or to put it another way, for which 
of these job categories was the competition from the influ^ of white women and * 
beby-boomers most intense*? t mvUe people to answer the question before 
examining Table 1, which shows the proportion ot the new jobs acquired by blacks 



^■^ML WschtcrandC Kim, TufieSenesChsrtg^^MnYouth JuMe:?r(f;o<. ' unpubliohed manuscnp. 
Umvcraityof Penn5ylv«ni«^ 1979 
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Table 1. Percent of Neui Jobt Obtained by Blacks 





Collar 


Craft * 


Op^rat im 


ftonfarm 


Strv ic« 




11. Ip. 


16.0% 


16.6% 


11.3% 


24.4% 


19^5-70 


14.0% 


18.2% 


63.5% 


(10.4%) 


(9.1%) 


1970-75 


17.« 


12.7% 




C9.J|%) 


7.2% 


1 975-80 


1^.9% 


15.8% 


30.9% 


(4.2%) 


13.6% 



Open fi9w«$ rtftr to th« mi incr«as« in l>lack jobs during that period tKprwsed as a 
P«rctnt»9t of all rmt in that cateaory diring that ptriod. ^igwes in parenth«se* 
d«nott a ntt loss of black jobs, twess^d as a percentage of the jobs in that category 
held by blacks in the baseline year. 

* The wjiber of jobs in the "operatives'* category decreased during this Period. 

Source: Buclos ntent and Training Report of the President , (Washington, D.C.i Soverrmtnt 
Printing Office, 1981), Tible R-20. 



Table \ recapUuleles from another perspective the trends shown in Figures 6 
end 7 "Blacks end others" constituted roughly \ 1 percent of the population in 1960 
and 14 percent in I960 Applying this information to Table 1, U may be said that in 
the early 1960s blacks were acquir ng at least their share of new jobs in every 
category of employment I suggest that after the mid 1960s, blacks got their jobs 
where the competition tro'^ baby-boomers and women was greatest, and lost jobs 
(or failed to acquire their proportional share) where the competition from baby- 
boomers and women was leat 

Consider the loss of black jobs in the nonfarm labor category, a trend that 
persisted from the mid 1960s through 1980 Were vv'omen naiurally so attractive to 

nn^ontifll omplnijprc? Wnmpn flKn h:^rl tn finht rlicirnminftt inn pcTiPnally m thP 

nonfarm labor sector For nonfarm labor and service jobs involving heavy wori' , 
women were also at a competitive disadvantage because of size and strength Nor 
can U be assumed that employers gave oreferpnce to job candidates who had extra 
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academic or other credentlals-'overquallflcalton- can De cs much of a handicap q3 
other forms of discrimination. The notion that an employer, given the choice, wtuld 
naturally rather hire a white woman or a college-educated white than a young, 
poorly educated block for low-skill labor Is not necessarily valid 

On the face of it, blacks competing for the skilled labor and white-collar 
positions would seem to have faced the most severe obstacles in a rapidly expand- 
ing labor force The higher the skill, tho more likely that licensing restrictions and 
union rules impeded black entrance into the workplace 20 Blacks seeking 
professional positions faced a burgeoning pool of white competitors who had gone to 
better colleges and had higher grades and test scores 2^ Why then did blocks do so 
well in getting their share of the higher-skill jobs while doing so poorly in the 
lower-skill jobs'? Affirmative action^ But blacks were doing well in fiU job 
categories in the early 1960s, before the offirmotive action legislation and court 
decisions were made They continued to do well in the late 1960s in the higher- 
skill categories, before the Equal Employment Opportunity Commission had begun to 
wield enforcement powers and before "strong" affirmative action (quotas) had begun 
to take hold 

It may well de true that beginning in the mid-1960s employers did tend to 
favor whites, women (or Asians) for positions that formerly tended to go to 
blacks, but not necessarily because white employers were waiting for the 
opportunity to express ther racism Rather, I argue, job-seeking behaviors and 
jn-ihe-job benevlor were changing m ways that made the youths from work.ng- 
class and middK'>-class families mure attractive employees than youths from the 
Doorest seompnts nf thp rnmmunitM thic ovniAnAt^nn 1 ch. «hh ^Jv^r^l♦/%/^ » 
specific prediction Microeconomic analyses of the employment experience of 

Set Walter Williams. The State Awtrot Blacks (Nev York McGrs^v-Htll, 1962) 
2^ Charles hurray, 'AffirmatiYe Racism/ The. Nev Republic . 31 December I984,pp 18-2? 
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black youths from blue-conar and middle-class families will reveal that ihey 
a^^QUircu and held low-paying lObs at rates approaching those of whiles Similar 
analyses o^ the experience of poor while youlh will reveal thai iheir palterns of 
low-skill employment are similar to those usually associated with black youth 

The Role of the FoctAi Proorahs 

1 began by pointing to the sudden end to progress against poverty among the 
working-aged A common explanation for the end to progress is that unemploy- 
ment among poor people has risen, ergo poverty cnuld not continue dropping I have 
then tried to match this explanation against a puzzling, complicating phenorrenon, 
the apparent inability of blacks after the mid- 19605 to compete for low-skili 
jobs All of this IS anexample of the kind of analysis that i iDelieve has been too 
uncommon In recent appraisals of social policy We have tended to cry out or 
"Unemployment" or "Inflation" or "Racism" as explanations for why things have 
gone wrong, when these are not so much explanations as incantations The more 
they are looked into, the less they explain 

But this brings us to the question that is behind the hearings today Whet do 
social programs, and specifically the public assistance programs, have to do with 
the end to progress*^ In L osin g Ground . ! take three chapters to describe my 
interpretation, 1 will be much more brief here, but I must warn also that \ will be 
cutting corners 

The effects of social programs on unemployment can be most easMy con- 
veyed by thinking in terms of a young man or woman living in the inner city of 
Washington D C today, where unemployment remains extremely htgn aespiie ivyo 
years of a growing economy^ 

^^^ht[>C tttniige urtemplourDent average for 1 984- - 5 year of h>qh economic growth - - was 3b 5 
percent Bureau of Labor StatiMics, (^eoors phic Profile oT Em DlQurnenf -md Unefn&loumgnt. 1 9^ 
Bulletin 2234 (Wwt^ington, D C Government Printing Office, 1 985) 
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Jobs are available— large numDers of jobs, requlnng few skills Across the 
river tn Virginia, there is even a pronounced labor iiiort age Wfiy then do so many 
rematn unemployed? 

The most common explanation is that the jobs are too far away !t can take 
an hour or two to get to them on public transportation Of course unemployment in 
the inner city remains high despite a labor shortage across the nver, we are told, 
because the jobs are too hard to get reach via public transportation A person 
spend as much as twelve hours away irom home for en eight-hour, low-pa':>ng job 

This explanation and the generally uncritical acceotance of it is a 
fascinating commentary orf the elite wisdom about social policy To see this, stop 
for a moment and consider how preposterous that explanation would have sounded 
to our parents and grandparents For that matter, it is useful to ack oneself how 
many of one's middle-class acquaintances routinely spend a few hours each day 
(perhaps even on public transportation) commuting to and from work"^ How many 
are routinely at work or on the way to and from work for a total of twelve hours a 
day? How many have uprooted their families at one time or another, perhaps 
several times, and moved them across the country in order to take o job'? It Is 
curious but true that public policy applies a double stmdard What Is reasonable 
and usual behavior for the middle class has come ♦o be considered cruel and 
unusual for the poor This double standard has been pervasive in the way we have 
developed social policy since the 1960s, whether the topic Is employment or 
education or obeying the law or standards of personal responsibility for one's 
behavior No other single factor explains more about why we constructed social 



unhappy outcomes The double standard has been nowhere more dlvferc.G'^t. and 
more ^niurious to the poor than In the attitude of affluent whites toward poor 
blacks 
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But let us jccept for the momefit that the net Pdy for one person is sniait 
Why not have two or three people from the fdrnily get inDs afid pool their wages, 
thereby producing a liandsome net take that puts toe fornnerly unemployed family 
well above the poverty line'? But that solution is hard to implement unless 
families consist of husbands and wives It is hard to implement unless children 
have fathers serving as role models These are not appropriate expectations to 
have of the typical poor family in urban America The tightly-kmt. interdependent 
family has historically been the indispensable instrument for coping witft poverty, 
in America ariu around the world But now there are alternatives to the spouse as 
a helpmeet, alternatives to the parent as a provider alternatives to the child as an 
insurance policy of one s old age, and those alternatives are in large part a direct 
creation of the public assistance programs To expect large numbers of American 
poor to cope with unemployment as a family unit is now unrealistic It did not 
used to be^-' 

rf transportation is inadequate, why not move to where the jobs are'? For 
one thing, there is too little low-rent housing Why is there so little low-rent 
housing'? In pert, because anyone who btjilds low-rent housing i=. likely to lose his 
money Rent control in many locations means that the rent cannot be changed to 
keep pace with rising costs Tenants who do not r^-^^y can avoid eviction for marty 
months If one screens tenants to keep out the bad risks, one is in violation of 
non-discnmi nation statutes and a sitting duck for a lawsuit 

Let us assume that housing is available noving can still be far too 
expensive if one lives m subsidized housing Better to stay in the cheap 
apartment jobless than take a low-paying jod ana pay tne market price ujr 

For on example of ho^y recentlg vc could **^Kct d^ff^tently, Joseph D Motiney, "Urtiftn Pnvertg^nd 
Labur Forcf Participation." American Ecoriorrnf. Reviev 57 (March 1 967) pp 104- 1 prijirtting 
revJuction^ m povertij ^«ed 'in hntoncal exDenenc and tv^-intome farm lies arnonq the urban poor 
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housing Unemployed poor can have a vested interest in not investing in thejr 
futures 

Let us assume that the unernployeo youth does go out to seek a job Often, 
he will not get It He is unable deal with numbers well enough to be a cashier He 
does not have the basic language skills to be e sales clerK Why not? Because 
while he has a diploma, end went to a school with large grants under Title i of the 
Elementary and Secondary Education Act of 1965, he will not have learned these 
most basic of skills Why not? For a melange of reason-, that, among many others, 
include Supreme Court decisions on due process for students, an elite wisdom that 
decided it wa:> wrong to compel students to absorb the habits and values of the 
majority middle class, and an Office of Education that used its control over the 
dispensation of funds to implement that elite wisdom 

Finally, let us suopose our unemployed young person does get a job He 
makes, let us say, $4 an hour He works hard, goes home with his $32 for the day, 
less transportation costs end withholding, and has to r;xplain to his friends why he 
ts willing to work for such chump change when they can make many times that, 
with much less effort and very itttle risk, dealing a little dope or fencing stolen 
goods 

fly point Should by now be clear The public assistance programs of the War 
on Poverty did indeed contribute to the kinds of dynamics that produce dependence, 
but in my descnption there is also a tangle of other factors how can changes in 
the AFOC program be blamed for the collapse of inner-city education? How can the 
food stamp program be blamed for the drastic change that occurred in law 
enforcement in poor communities? How can Medicaid be blamed for rent control? 
The ' r is They can't There is no single demon tu Dlame, and no single fix 
tr. put things right again 
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This IS a message that has gotten lost Somehow as l fear is represented 
today s tesltmon^, it has become an article of faith that the controversy about 
social programs that Losing ground helped '.'^dme can be resolved by using the 
^imounts of money spent on such programs ^s the Independent variable in 
regression equations With all respect to bot ^ Professor Gottschalk and Professor 
Galloway, 1 must point out that their formulation of the hurray hypotheses ere not 
mine, and the'r tests, whether theg produce results that are interpre*3d as 
favorable or unfavorable, are not ones that LQungJiniuml would justify in 
summing up the nature of the relationship between social programs and the many 
ways in which the poor have been losing ground, perhaps U is appropriate to cite 
not What other<.^ say I said, but what l actually said when i summed up the argu- 
ment in the book 

TAf (f}screie empirics} hnks betveen chsnges .unctions for cnme ^n<f 
cnminsf behsvior, between changes in school ruhssnd lesrning, or teiveen 
c/isnges in velfsre policy and \^-ork effort ere essentie! bits of the puxxle, but 
theg ere eho too tight! g focused None of the indn^idael links is neerlg es 
mportetf. es the eggregste chenge betveen the \y'orld m which e poor goungster 
gre\.' up in the 1 950s ind the one in y'hich he or she greh-' up in the / 97Qs All 
the chanqw i n the i ncentivei pointed in the »me di rection It vw e«ier to get along without « 
job It v«3 cMier for a men to have a baby without being rejpon^iblc for \\, for a woman to hove 
ababgwithouthevlngahusband Itwajewtcrtogetaway withcnme Bccaujc it wa5 eeaicr for 
others to get away with cnme, it was easier to obtain drugs Because it was eesier to get away 
w-.th cnme. It w« eesier to support a drug hebu Because it s.^s eesier to get aloog without a 
job, It wes easier to ignore education Because it was easier to get along without a job, it was 
easier to walk avag from a job and thereby accumulate a record as an unreliable employeee 

In the end, all these changes in behavior were traps Anyone who g«ts caught often enough begins 
got nq to jail Anyone who reaches his mid-twentics without a record as a good worker Is 
probabl y stxk for the rest of his life with the self-f ulflUi ng prophecy he has set up- -it is 
already too late for him to change the way he thinks about himself or to get others to think 
differently of him Any teenager who has children and must rely on public assistance to support 
them has struck a Faustlan h^rgain with the system that nearly ensures that she will live i n 
pove-ty the rest of her days The interconnectior^ among the ci»ang*s in incentives I hav'e 
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descrllwl and the bcnavlors that have grovn amr.ng the poor and Oie^^^dvantftgel are erHJiess So 
al» are their consequences tor the people vho have be^n reduced i nto long-term disaster hg that 
moat human ofimputses, the pursuit ofone'3 short-term best ..Merest (Emphasis 8dded)24 

How easy fixes would be if only the problems were os simple os o welfare 
benefit thai is slightly too high, or o jobs program ihot wos slightly mis-designed 
They ore not 

What is to ag Dn>^7 

The Subcommittee osks which programs hove be'^n most ond least 
successful I om reluctant to try to answer that because some of the least 
effective programs ^1 have in mind ce. tain of the training and educational 
programs) have not been necessarily ineffective I am reluctant as well because I 
am not convinced that bad programs are improved by small reductions In 
formulating new policy, I think we would do well to apply two guidelines 

One IS that a consensus for major reforms of the social welfare system 
does not exist, and attempts to force the pace will probably be counterproductive 
Most policymakers and a major j of the public alike are still convinced the way of 
compassion lies in doing more, not less Because of this, I personally would favor 
giving in (up to a point) to pleas for more food stamps, more generous Medicaid 
coverage, higher AFDC benefits, more public housing jnit^. Let us give their 
advocates one mors chance And when for some perverse reason the number of 
hungry people keeps increasing, the number of babies who need those AFOC checks 
keeps incrobsing, and the number of unemployed and unemployable youth keeps 
increasing, perhaps some day we will be able to confront squarely the need for 
major reform We are not ready yet 
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The second guideline Is to do what we can for those low-inconne fonnllles 
who have Deen trying to everything right— hold a job, educate their children, obey 
the law, be good citizens— and have been punished by policies that have catered to 
the least deservtng^^ Let us provide thenn with phystlcal safety for themselves 
and their children— fronn violence, from theft, from drugs It Is probably the most 
far-re2Ching benefit we could give them, and one that we have been most remiss 
withholding Let us provide them with schools that teach children who are ready 
and willing to learn The easiest way, in my view, is the educational voucher, 
giving to poor parents the same power to reject the public schools that affluent 
parents In urban America have already exercised so widely Let us increase 
training opportunities for youth— witf 3 first slots open not to delinquents or to 
drug abusers, out to the youths who are already holding down jobs but want to do 
better When we do attempt programs to help the delinquent, drug abuser, or 
teenage mother, let us try to find ways to use the energies and capabirties of 
local institutions— 'mediating structures," as Richard Neuhaus and Peter Berger 
have called them— rather than continue tho lifeless efforts of government 
bureaucracies 26 These stops will not do much to help the underclass, but they will 
do something to help those who ask only a chance They have been pushed aside far 
too long 

Thank you 



^5 Thi5 theme has frequently and eloquently been expressed by Profes3or? Thoma? Sovell and 'alter 
Williams 

2^- Peter L Berger and Ric hard John Neuhaus, Tnfmrmvftr Pi^pple Th>^ P ile ot tInMm StnAtnr^^ in 
Public Policg (Wwhington, DC Amcncan Enter onse Institute, 1977) 
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Senator Symms. Normally in the JEC we operate under a 10- 
minute nile, but since we have two Members of the House here 
and one former Member of the House, we will go into the 5-minute 
nile. 1 might say that all of the witnesses got through in about 45 
minutes, so you came pretty close. I compliment all of you for help- 
ing us move the hearing along and get the basic thrust of your po- 
sitions on the record. J 

There have been some very contradictory comments made here 
this morning. 

Mr. Greenstein, you made a statement that bordered on being 
outrageous about the current situation with regard to revenues 
You are certamly aware of the fact that the revenues to the Feder- 
al Oovemment have been going up every year, aren't you? Did you 
mean to leave that unplication? The Federal Government gets 
more money every year than it has in the past year. We have had 
a constant increase in revenue flow to the Treasury and the per- 
centage of the GNP that comes to Treasury is almost 20 percent 
now. 

^u^^ ^«**NSTKiN. Senator, we could have a long discussion on 
this. Let me sunply say that, sure the revenues are going up now 
because the economy is on the upside of a recovery cycle. Business 
mv«itment as a share of GNP, however, is lower than it was, in 
the Carter years; and personal savings, which were supposed to go 
«ray up, are actually at some of their lowest levels in decades In 
addition, the promised supply-side revenue boom did not material- 
ize, leaving us with record deficits. I think you would find that 
most mainstream economists would view the economic experience 
ot the last few years as largely disproving the supply side claims of 
laai rathdr than supporting them. 

Senator SYBfMS. I am glad you said that even though I might not 
agree with you. There is an article on the subject of this hearing 
this morning m the Washington Timet,, which is probably Ameri- 
ca s finrat newspaper, which refers to the "unhelping hand of gov- 
ernment. I am glad to have this all on the record and have those 
of you here that have a different point of view 

I would like to hear from Mr. Gallaway. I only have 5 minutes. 
We can go around twice this way. 
Mr. Galiaway. I have a couple of very quick things to say. 
Senator Symms. About that point? » j 

Mr. Gallaway. Well, about a couple of points. One is to correct 
an erroneous impression about the analysis that I have reported. I 
realize that Messrs Gottschalk and Greenstein have not had access 
to It, but if they wUl take the time to look at the technical analysis, 
they will discover that the very factors that they say explain every- 
thing are fully controlled for. There is an unemployment rate and 
an mcome variable included in every one of the regression equa- 
tions that generates those poverty-welfare curves So their claims 
that we have not adequately controlled for unemployment or gen- 
eral economic conditions are just not true. They are controlled for. 

Incidentally, those relaUonships shift violently in 1972, and I will 
show you the regression equations. 

A^f, *^u*^® remarks about the Laffer curve, I will 

debate the validity of the Laffer curve anytime, anyplace, with Mr 
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Greenstein. I don't think this is the appropriate forum. He knows 
not whereof he speaks. 

Senator Symms. What you are saying is, if I hear your correctly, 
that the economic growth rather than transfer payment offers the 
best way out of poverty. 

Mr. Gallaway. The potential for growth is still there. What is 
happening is the effects of growth are being masked by the disin- 
centive eltects that are generated by the growth in transfer pay- 
ment inoome. 

Senator Symms. What do you expect to happen in 1984? 

Mr. Gallaway. My expectation, and I assume it would be Mr. 
Gotts?halk's and Mr. Greenstein's also, is that with the fall in the 
unemplo3rment rate you are going to expect some improvement in 
poverty conditions. Tliis would be my expectation; it would be fully 
predicted by the regression models that have generated the testi- 
mony I have reported today, because those regression models indi- 
cate very strong, statistically significant, relationships between 
poverty and income growth and unemployment, as well as public 
aid. 

Senator Symbiis. I have just a little less than 1 minute on my 5 
minutes, so Mr. Gottschalk and Mr. Murray, if you want to contribn 
ute to this discussion, try to do so very briefly. 

Mr. GoTTSCHAi^K. Thank you. I will be interested in reading the 
study. However, 1 £mi skeptical. 



dollar of transfer that person will reduce their work effort by more 
than a dollar. That's the only way you can get Gallaway's result. 
That is the assertion behind the graph, a dollar of transfer in- 
creases poverty because people earn a dollar less. There are, I am 
sure, over a hundred labor supply studies , probably on the order of 
200 labor supply studies. I would like to luiow how many of those 
studies show labor supply responses of that magnitude. Is it half? 
Is it a narter? Is it 10 percent? Is it 1? 
Senator Symms. My time is up. 
Congressman Hawkins. 

Representative Hawkins. Mr. Chairman, may I first ask Mr. 
Gallaway what was his answer to the chairman's question on what 
effect does economic growth have on poverty. 

Mr. Gallaway. Economic growth, as has been demonstrated all 
the way along, Congressman Hawkins, has a significant role to 
play in eliminating poverty. The problem in recent years has been 
that its effects have been masked by the disincentive effects of the 
growing levels of transfer payment income. 

Representative Hawkins. Would you say that a decrease in the 
growth ' ate in 1985 will increase poverty? 

Mr. Gallaway. Holding other things constant, yes. 

Representative Hawkins. Your answer seemed to indicate that 
you are optimistic about decreasing poverty, and yet the economic 
growch rate is tending to go down, and consequently it would seem 
to me that would perhaps create somewhat of a contradiction. 

Mr. Gallaway. No, because I thought I was asked specifically 
about what I expected for 1984. 

Sen^^.tor Symms. In those statistics. 

Mr. Gallaway. Yes. 




when you give a person a 
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Representative Hawkins. You did say that you expected the pov- 
erty rate to go down in 1985, did you not? 

Mr. Gallaway. No. I was referring to the 1984 statistics that are 
about to be released in August. 

Representative Hawkins. Let's shift away from it then. 

In your statement you indicated a new concept of poverty by 
choice. What do you mean by poverty by choice? Do you mean that 
individuals choose to be poor? 

Mr. Gallaway Well, very simply, there are situations where, at 
the margin, individuals will have a choice between different 
income-leisure combinations. Some income-leisure combinations 
will generate work effort, will be regarded by individuals as superi- 
or to income-leisure combinations that involve just the receipt of 
transfer payment income. 

There is a marginal area, €ui area where thest things become 
roughly equiv«dent with a sufficient amount of transfer payment 
aid. You can demonstrate this with some formal orthodox theoreti- 
cal analysis using indiffierence curves and the like. 

Representative Hawkins. Well, I diiin't want to get into all of 
that. I think you are confusing the ijsue. What we ere talking 
about is not some people; we are talking generally about a class. 

Mr. Gallaway. You cannot generalize that all the poor will act 
the same. 

Representative Hawkins. Are you explaining the great increase 
in poverty to be one which was done by choice of individuals rather 
^han by economic policies? 

Mr. Gallaway. Yes. Certain leisure-income combinations that 
involve transfer pa3anent income and poverty become preferable to 
other leisure-inconr.e combinations. It is a tradeoff between work 
and transfers. Let's not beat around the bush. 

Representative Hawkins. Would you say that if jobs were being 
made available by the economy to individuals they would choose 
those jobs rather than pove^y? 

Mr. Ga 'LAW ay. Not necessarily. It would depend upon the rela- 
tive earn. ..js potential of the jobs and the level of the transfer pay- 
ment income. 

Representative Hawkins. What evidence do you have that indi- 
viduals would choose welfare? 

Mr. Gallaway. Oh, there is a wealth of evidence. Congressman. 

Representative Hawkins. What is it? What studies have you 
made that indicate that people will reiect jobs? Because all the 
studies that I know about sav the opposite. What studies have you 
made that indicate that people would select welfare, as low as it is, 
in preference to a reasonably decent job? 

Mr. Gallaway. Welfare or transfer payment income. Let me 
refer to the classic incident in 1962 where this happened. The Con- 
gress passed a piece of Illation which opened up to elderly males 
the option of retiring with actuarially reduced benefits at age 62. 
The reasoning was that no one would opt for that unless they were 
in distress; they would not give up a job and take the transfer pay- 
ment income because it was too low. The predictions were that 5 
percent, at most, would take actuarial reductions. The reality was 
that 50 to 60 percent opted for early retirement because they pre- 
ferred the transfer payment leisure-income combination to continu- 
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ing with their established patterns of work effort. It is the classic 
case of this at work. 

Representative Hawkins. I wish you would submit that study to 
the committee. I don't have time to pursue it, but it is sort of a 
strange history that you are repeating here, and I don't know the 
reliability of this, because it is thrown out, and I think it is in con- 
flict with all other studies. Would you submit the documentation of 
that to the committee so we will have an opportunity to study it? 

Mr. Gallaway. I will be delighted to. 

[The following information was subsequently supplied for che 
record:] 
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In the 1961 effnendrrents to the basic Social Security legislation, 
the option of early retirement, at age 62, was extended to include nules, 
as well as fenales. It was a seemingly minor modification, one that both 
those who initiated the change and those v^o administered it felt would have 
virtually no effect on the systerac By way of background, it is urportant 
to keep m mind that at the tune early retirement was introduced, it 
was never envisaged as being a truly major feature of the retirement 
system. Thinking among legislators and the administrators of the Social 
Security program viewed the early retirierent option as being largely a 
"stopgap" program that would c^apeal to a relatively few individuals whose 
enployment was interrupted une3<pectedly in the years infnediately pre- 
ceding their norrol retirement ag,. In the report of the House Ways and 
Means Cownittee on H. R, 6Q27, the bill that enacted the early retire- 
ment option for men, it was stated:^ 

The provision of benefits at age 62 for men will help 
to eClleviate the haj^dshxps faced by that <yra(sp of >men who, 
becaxase of ill healthy technologicaa unenplpynent, or other 
reasons, find it jtnfsossible to continue working until they 
reacii 65 • . , , The plight of tJ)e older tmenployed man is 
p2u:i:icularly had. It is, of course, worse during periods 
of reoesaion and in areas of chronic unenploynent* Bven 
with relatively high tmenploynent there will zdways be 
individuals nearlng age 65 who will lose their jobs and 
fin*, it iii|)08sible to get new ones« Adoption of this amend- 
ment will make the program, to which these people have made 
contributions over the years in es^iectation of receiving 
benefits **)en they are too old to worit, flexiblwe enough to 
provide a degree of protection for ttiesn when they find them- 
selves \in2dble to get work because of conditions beyond their 
control when they are getting alont, in years, even though 
tiiey have not yet reached the age of 65. 
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This view of ecirly retireinent doninated the act\ons of the Social 
Security Administration v^en it caire to inplementinq the Conqressional 
action. For exairple, in deciding upon the appropriai-e actucirial re- 
duction m benefits, it was stated by an enployee m the Division of 

the Actuary, Office of the Conmissioner, writing m the Social Security 
2 

BalleUn, that: 

No allcwance is made for the loss of oontributions that 
oould result frcm early retirement, but that loss is probably 
insignificant since early retirement is apt to occur only among 
those do not have enployment possibilities. 

Thus, early retirement was to fiinction as rnuch as an addendum to 
the social welfeure system as anything else, being indistinguishable in 
intent and function fran other forms of public aid to the low inoore 
ment)ers of society. Then, the first cata on new entitlements under 
the early retxresnent optxon became avciilable. In the period August to 
Deoenber, 1961, 57.9 percent of regular currently payable new awcurds 
were actuarially reduced and, for the next four years, that percentage 
hovered about sixty (see Table 1) . There was scrething of a sense of 
shock and surprise that ran thrcu^ the various edielons of the Social 
Security AdminintratxOT."^ Rather early on, it had become apparent that 
there was a massive acceptance by retirees, the great bulk of then 
with erploynent posslbiIiti3s, of the early retirement option. 

With the advantage of hindsight, the inaccuracy of the general 
peroeption of what early retirement involved is difficult to understand. 
There were clues available that should have sounded alarm bells. For 
exanple, eaurly retirement for waten had been put in place beginning 
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Table 1 

Reduced Benefit Awards Currently Payable As Percent Of 
All Currently Payable Regular Awards, 
Males. 1961-1965 



Penod 


Percent of Awards 
That Are Reduced 


Aug. -Dec. , 




1961 


58 


1962 


59 


1963 


60 


1964 


62 


1965 


62 



Source: Social Security Admini 
stration. 
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with 1956, In the first year under that provision, 31.9 percent of 
regular currently payable awards of retirement benefits involved an 
actuarial reduction. By 1961, over sixty percent of such awards were 
actuarially reduced (see Table 2) . However, this seerred to go unnoticed, 
largely because the prevailing view of the retirement systero within 
the Social Security Administration was that the absolute level of re- 
tirement benefits was inadequate and that hardly anyone would "volun- 
tarily" choose to retire because of the availability of the retirement 
benefits under the Social Socarity program. Put sinply, the benefits 
were not perceived as being a part of a oonplex «^f sources of moane 
available to the elderly. Thus, the persistence in regarding early 
retirefnent as an option that wuld be exercised only by thise in 
extretnis . 

Other evidencse suggestive of a voluntary retirement response to 

the presence of transfer payment inocra was available • For exanple, 

between 1947 and the late 1950' s, as the retirement provisions of the 

Social Security system began to have their full iitpact, the labor force 

participation rate of elderly (65 years of age and over) males fell 

frcm 47.8 percent into the low thirty percent range (31,7 percent in 

19591 . Again, thou^, an involuntary retiresrent interpretation was put 

on the data, enphasizing deteriorating hecilth, ejiplcyers forcing wuiic- 

4 

ers out of their jobs at age 65, etc. Had th^ people within the 
Social Security Administration irore properly attributed the precipitous 
decline in labor force participation among aged males to the phenomenon 
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Table 2 



Reduced Benefit Awards Currently Payable As Percent Of 
All Currently Payable Regular Awards, 
Females, 1956-1961 



Year 


Percent of Awards 
That Are Reduced 


1956 


32 


1957 


54 


1958 


55 


1959 


60 


1960 


64 


1961 


67 



Source: Social Security Admini- 
stration. 
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of voluntary retiransnt, stLnulated by the presence, at the margin, 
of retirement benefits under Social Security, they might have been 
nore alert to the possibility that early retirenient would induce a 
relatively large nxjnfcer of actuarial reductions.^ 

The early response to the introduction of the early retirement 
option w£is not a tenporctry thing. If anything, as the years have 
pcissed, it has beoone more, rather than less, popular. For exanple, 
in 1970, sixty percent of all old age benefits awards moving to pay- 
ment status were actuarially reduced while, by 1980, that percentage 
had risen to 70 (see Table 3) , As a oonsequenoe, the proportion of 
all retired woricer benefits that were actuarially reduced rose frcm 
39.9 percent in 1970 to 57.9 percent in 1980 (see Table 4) . The rela- 
tive handful of retirees opting for an actuarial reduction that had 
been envisaged by the designers of eeirly retirement had grcwn to more 
than ten million by 1980. 

As the result of the rising popularity of the early retirement 
option, the labor force participation rate among men in the inmediate 
pre-age 65 yecirs has been on the decline. This is manifested in the 
behavior of the labor Toroe peurticipation rate for nales in the age 
group 55,64, which has fallen fron 86.8 percent in 1960 to about 
seviinty percent currently,^ 

The parallels between the early retirement case and the general 
poverty-welfare b^- fit nexus are striking. In both instances, we have 
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Table 3 

Percent of All Awards Moving to Payment Status 
That Are Actuarially Reduced, 
1970-1980 



Vea r 


Percent of Awards 
1 ltd I Mrc ^eauccQ 


1970 


60 


1971 


63 


1972 


63 


1973 


59 


1974 


66 


1975 


68 


1976 


71 


1977 


76 


1978 


73 


1979 


71 


'980 


70 



Source: Social Security Admin- 
istration 
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Table 4 

Number of Retired Worker Benefits in Current Payment 
With end Without Reduction For Early Retire- 
ment, Aqed 65 and Over, 1970-198 





Number of Bene- 


Without With Re- 


Percent 


Year 


ficiaries 65 


Red'j^- duction 


with 




and Ov^r 


tion 


Reduc- 




(thousands 


of Persons) 


tion 



1970 


12,1Z4 


7,282 


4,842 


39 


9 


1971 


12,594 


7,250 


5,344 


42 


4 


1972 


13,115 


7,236 


5,879 


44. 


8 


1973 


13,804 


7,344 


6,460 


46 


8 


1974 


14,328 


7,263 


7,065 


49 


3 


1975 


14,855 


7,219 


7,64G 


51 


4 


1976 


15,384 


7,303 


8,081 


52 


5 


1977 


15,964 


7,265 


8,699 


54 


5 


1978 


16,497 


7,220 


9,277 


56 


2 


1979 


17.054 


7,379 


9,685 


56 


8 


1980 


17,566 


7,387 


10,179 


57 


9 



Source: Social Security Administration. 
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programs designed to *--easj'er inca^ to people who find themselves, 
"involuntarily", m eooncmic distress. But, m both cases, large 
nurbers of people who are not the intended beneficiaries of the leg- 
islation in qijestion avail themselves of the opportunities created 
by these programs. There is a lesson to be learned frcm these ex- 
periences . 
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Footnotes 



1. H« Rept. 216 (87th Cong., 1st sess.), p. 5. 

2. Marice C. Hart, "Old-Age, Survivors, aiid Disability insurance: 
Early Retirement Provisions." Social Security Bulletin , October 1961, 
p. 9. 

3. This IS a personal observation beised on the author's ejq^erienoe 

as an enployee of the Social Security Administration at this y tiire. 

4. For a discussion of this issie, see Lowell E. Gallaway The Re- 
tirenent Decision : An Exploratory Essay , Social Security Administration, 
ResBcirch Ri^wrt No. 9 (Washington, D. C: United States Government 
Printing Office, 1965) . 

5. The wish was father to the thought, though, cind the available 
evidence was ignored, 

6. United States Department of Labor. 
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Senator Symms. Thank you very much, Congressman Hawkins. 
We will make that part of the record and get it in as part of that 
answer. 

Congressman Scheuer. 

Representative Scheuer. Thank you very much, Mr. Chairman. 

Mr. Chairman, I am having great difficulty understanding what 
is being said here. It is largely the incredibly poor acoustics in the 
room, and I hope, with all due respect, the Innate will take the re- 
sponsibility for doing something about it. 

Senator Symms, I can tell you one thing. They are not all agree- 
ing. I can't hear very well either, but I can hear that well. 

Representative Scheuer. I am going to just use my 5 minutes to 
ask some questions, and I would ask unanimous consent that mem- 
bers may submit questions in writing also and that we hold the 
record open for a week or 10 days to get answers from all of the 
witnesses. 

Senator Symms. Without objection, so ordered. 

Representative Scheuer. I am going to ask all of the witnesses a 
few questions, and I hope to get the benefit of their indulgence and 
patience. 

To follow up on Congressman Hawkins* questions, I think implic- 
it in his questions there is a problem in the phenomenon known as 
structural unemployment. It is perfectly obvious that we have a 
residue of unemployed black urban teenage youth, to put the prob- 
lem in its most stark form. It seems impervious to changes in the 
economy, whether it goes up to whether it goes down. 

There have been estimations that as the percentage and number 
of jobs in our economy that require little or no literacy and numer- 
acy skills goes down this underclass as it is developing in going to 
create incredible problems in our economy and in our society. Ago- 
nizing problems. 

What do we do with a generation of kids who can't seem to con- 
nect with a job? Especially with the prospect in mind that the kind 
of low skill jobs that the few of them have are going to decrease 
virtually to the vanishing point in another decade or two. How 
does society answer that problem of structural nemployment and 
a generation of kids graduating from high school, many of them 
having completed 12 years of elementary and secondary education, 
without having achieved numeracy and literacy skills? 

That's one question, a very simple question. I will get to some 
rnmplicated ones. 

I was on, and Gus was on, the Education and Labor Committee 
in 1965 at the time we passed the poverty program. Gus and I were 
veterans of that great struggle. We thought we were doing some- 
thing very noble and wonderful. I think in some respects we were 
and we did. 

Can you tell us from your experience, from hindsight, from 
Monday morning quarterbacking, what was good about the poverty 
program and what wasn't so good? What worked and what didi/t 
work? What are the lessons we should learn from it? What are the 
elements that we cranked into that program that produced suc- 
cess? And what are the elements, when you find Ihem in the pover- 
ty program, that produced waste, fraud, mismanagement, ripoff? 
And all of us know that there are those elements. 
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I think the Congress probably— well, no question about it. We 
were too slow in providing the oversight in those programs that 
would have corrected those mistakes. We treated our failures like 
our successes, and we didn't analyze them and cut out the elements 
that produced failure, and we treated our successes as we treated 
our failures. We didn't identify the programs that were really pro- 
ducing pay dirt and say, boy, this is a shining light, and add more 
resources to that and shore them up and extrapolate them and in- 
stitutionalize them in our society We didn't. Otherwise the school 
system would extend down to 2 years old. 

I went to a Head Start Program over 60 years ago. We didi/^ call 
it that then. We called it prekindergarten or something like that. 
Head Start worked very well. It didn't work so well when there 
wasn't a good followup program. That is perfectly self-evident. 

Why haven't we institutionalized to a certain extent the regular 
public school program down a couple of years? 

It always makes me very auspicious when people say, oh, people 
at the State and local level know what is best. If people at the local 
level knew what was best, why don't all those school board mem- 
bers and school board chairmen say, well. Head Start apparently is 
a fantastic program? How come all those middle class and rich 
guys, ;ill those Congressmen down there, most of whom had prekin- 
dergarten, kindergarten, nursery school when they were little in- 
fants, how come we haven't given that to all of the kids in our 
society? 

What have we identified as the critical elements that produce 
either waste, f-aud, abuse, failure, or success? I think if we can dis- 
till in a scisntitic way those elements out of 20 years of experience 
with the poverty program we will have really done something for 
our country. I hope all of you will take the time and give the 
thought to give us answers to those questions. 

Senator Symms. Thank you very much. Congressman. 

Senator D An^ato. 

Senator D'Amato. Thank you very much, Mr. Chairman. First 
let me commend you and this subcommittee for unaertaking these 
hearings. There is much in the way of distressing information that 
we learned. 

I am wondering if the panel wouldn't attempt to take a momenc 
or two aad respond to y\ Murray's presentation and indicate 
whether you agree, disagree, and what might account for, as it re- 
\? employment gains, the incredible gains from 1960 to 
1980 that apparently blacks made in the labor market as it related 
to high-skill jobs. And then his account, if you don't agree with his 
analysis, that during the same period of time, particularly 1965 to 
1980, as I read the graphs, the tail-off in this. Do you agree or dis- 
agree with it? 

We will start with Mr. Gottschalk. What interpretation would 
you put to that? 

Mr. Gottschalk. Let me start off by saying that the last two 
sPfaJters have identified what is the hardest problem, which is 
what do we do with black youth. How can you get black youth back 
working? I think that is a tremendously important social problem; 
I think it IS the most difficult problem. I work in this area. I know 
that there are no simple solutions to that problem. 
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Senator D'Amato. That is in essence what Mr. Murray's graphs 
really point to. The bottom line is, how do we create the atmos- 
phere, the opportunity, et cetera, to involve young unemployed 
blacks in the cycle of life, in the work ethic? 

Mr. GoTTsCHALK. J think that Charles Murray and I agree on the 
facts. I think we disagree on what should be done. Certainly cut- 
ting out AFDC for female head of families seems to me to be just 
simply swatting in the wrong direction. 

I think wc do have some successes. They are very expensive. The 
Job Corps is a successful program. The evaluations of that program 
say that it works. The problem is it is an expensive program. The 
cost-benefit ratio is favorable, but you have got to be willing to put 
in a lot of money. 

I think that those kinds of programs are exactly the kinds of pro- 
grams which you should be building on. 

It turns out that the evaluations do have something in common. 
Women and youth are people who you can help if you are willing 
to spend sufficient amounts of money. As I said, you spend a lot, 
you get a lot in return. The question is, are you in Congress willing 
to spend that kind of money for future returns? 

Senator D'Amato. What about State and local efforts as well, 
particularly in the area of the Job Corps kind of program? 

Mr. GoTTscHALK. I would be perfectly glad to see local govern- 
ments do it. I agree that they haven't been doing it. They are 
strapped for func^. But I have absolutely no ax to grind on which 
level of govern. _t does it. 

Senator D'Amato. Given the tremendous amount of monty that 
local governments in AFDC and other programs pay — we may vdnd 
up paying about 50 percent in my State— wouldn't it behoove them 
also to become involved more in the creation of these kind of Job 
Corps opportunities? They'xe .jally training programs; they're 
really life experience programs. I think they pay great dividends. 

Mr. GoTTSCHALK. I am on record as advocating an expansion of 
work programs at both the State and local level. I think it is the 
way to move. I think that the American public has shown that it 
prefers to give people work than to give people transfers. If that is 
the way people want to help other people, that seems to be perfect- 
ly reasonable. 

Senator D'Amato. It's almost necessary, isn't it? How do you 
break the poverty cycle? 

Mr. GoTTSCHALK. However, we should be careful not to have 
overly ambitious goals. The evidence is that when you provide 
people with employment a few of them aren't helped at all; most of 
them are helped a little bit; some of them are helped a lot. What 
we should recognize is that the function of this program is to 
employ this person today, give this person a job today, that that is 
the end product of the program. 

Senator D'Amato. I might take slight exception to what you said. 
I don't think that is the answer. I defer to my colleagues in the 
Congress, Congressman Scheuer, who has helped initiate some of 
these programs, but I think one of the reasons that the Jobs Corps 
is so successful— by the way, I don't think most Americans know 
what we are talking about — is you actually take that youngster out 
of that environment. 
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We have complained for so many years that if the youngster goes 
back to the ghetto with his pals and his buddies in these circum- 
stances where, if anything, he is ridiculed, if he gets into a regular 
schedule, he's never going to do it. 

If you take him out of that setting for 3, 4, or 5 months, he 
b^ins to become part of the system of rising at a particular time, 
gomg to an appointed task; he begins to take on basic skills, et 
cetera; if they begin to train him in areas where there are job op- 
portunities you will find a 70- or 80-percent success ra^io in them 
going out and returning back to the private sector and holding a 
job with that training that gives them that ability. I think that is 
the finest investment we can make. 

Mr. GorracHALK. It's expensive. But I agree with you. 

Senator D'Amato. Mr. Chairman, my time has passed. I would be 
interested in hearing Mr. Murray respond. He decided not to give 
us specific suggestions for dealing with poverty today, and I am 
wondering if at some point in time he might address himself to 
what are those specific suggestions that he did not include in his 
statement. 

I ran't ask you to do it on my time, but I would certainly be inter- 
ested in getting your suggestions, because we need some help. 
Thank you. Chairman. 

Senator Symms. Mr. Murray, do ycu want to make a comment on 
that? You can do it on my time, and then I have a question I want 
to ask. 

Mr. Murray. I think education and training is the thing that we 
can do that can do a lot of good. 

Senator D'Amato. How about the Job Corps? Are you familiar 
with the Job Corps? 

Mr. Murray. Yes; I am familiar with the Job Corps. 

Senator D'Amato. What are your thoughts on that? 

Mr. Murray. I would say that our training programs have handi- 
capped themselves in a couple of specific ways, and I think we 
could change that fairly easily. 

One is, let's start giving the first place in line not to the kid who 
is a drug addict, not to the kid who has been delinquent, not to the 
teenage mother. Give the first place in line to the kid who is hold- 
ing down a j^b on ihe loading dock, who has already demonstrated 
he has mvested in himself; he wants something better; he's the kid 
that we ought to be paying more attention to. 

Senator Symms. I think Senator D'Amato touches on an impor- 
tant point; the young people that are less advantaged need the op- 
portunity to have a iob, have the dignity of a job, have the vision of 
upward mobility where they feel like they are going to have a 
chance to break out of that disadvantaged pxwition. On the other 
hand, there might be some people that live in those areas that are 
in a nuclear family that would sav, ""^on't worry about us. We're 
not disadvantaged. We're holding dowi. a job, we're happy, we have 
our place to live and our family together, and you do-gooders get 
out cf the way and leave us alone." 

What is wrong with on-the-job tax credits for companies to en- 
courage them to hire these people and have on-the-job training? Is 
it the unions that block this all the time? is it just the politicians 
in general who would rather control the program? Wouldn't the 
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market be more efficient if we would encourage the private sector 
to privatize the whole Job Corps in some fashion even if we had to 
put it on a voucher system? 

Mr. Murray. My general response is I think the private sector 
does a better job with these kinds of thi.igs. I think if the private 
sector runs these programs they are much more likely to connect 
rewards with behavior, which is something the Job Corps did very 
badlv: The less you went to class in the Job Corps the harder they 
triea to keep you in. 

Senator Symms. I had some personal experience with the Job 
Corps before I got in politics, because we had an office close to 
where my place is. We were desperately looking for apple pickers. I 
went over to the Job Corps and had some of the Job Corps employ- 
ees pick apples on a part-time basis. 

I said, * Why don't you just bring a crew over here of about 40 or 
50 of these young men and we will teach them how to pick apples 
and the^ will make from $25 to $40 a day?" This was in the middle 
1960*s. 'They can put the money in the bank and then they will 
have that savings account and they will have that pride of having 

The Government wouldn't let them do it because it interfered 
with the bureaucratic program. We could never get them the jobs. 

In every fast food place in northern Virginia right now there is a 
sign up that says, ''Help Wanted." Wouldn^t it be to the advantage 
of our society to hire the unemployed young people in the District 
of Columbia, even if the tax credit that was paid to the company 
paid their transportation costs or something, and to let them go 
down to northern Virginia? They can r?de the bus down and wonc. 

Mr. Murray. I am afraid that what you find happens when you 
do that is 2 weeks after you have provided the job, cajoled some- 
body into taking a job, that you have a large number of those that 
aren't there anyr^ore. 

Senator Symms. Are you saying the reason they are not there is 
because life is not too bad on the welfare program, or what? 

Mr. Murray. Because of a lot of reasons of which that is one. 
You have a phenomenon which is simply a factual one. You know, 
when you have the line around the block applying for the 30 jobs 
that are open, and it gets covered in the evening news. Well, you 
can go back to that place a few weeks later and ask of those people 
who stood in line, how many are still in the job? You find relative- 
ly few. 

The reason is, I think, that we have misconceivef? what is going 
on here. It is not that you have the lazy bum out on the street that 
doesn't want to work. He does want to work. He has some image of 
that. But he also u<^sn't have a lot of the other things going for 
him he needs. So he gets a job and it's a tough, dirty job, and it's 
not very much pay and his friends tease him about it. So he says, 
well, I'm going to quit that one, but I'm to get another job later. So 
he quits. 

But what happens is, in the critical age from 18 to 24, let's say, 
you have that sporadic on-again-ofT-again behavior, when what you 
need to have at that point for people with little education is a 
steady accumulation of a job record so they get a little bit better as 
they go on, they get on-the-job training, they get a chance to do 
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something better, they get into a more secure industry, and by the 
age of 24 they are part of the work force. 

What we have done with our welfare programs is not created a 
iot of contented lazy bums; what we have done is created short- 
term decisions at that young age which locks them into poverty. 
They reach that 24th birthday and they have nothing to show an 
employer, they have no work habits, they have no skills. 

Senator Symms. So what is the answer? Fve never met anybody 
that wanted to be poor. 

Mr. Murray. Absolutely. 

Senator Symms. Most people Fve met want to better themselves. 
y^^SS^ nature is that one would prefer to do that. If a guy makes 
1^5,000 a year, he wants te make $10,000; if he makes $10,000, he 
71^}^^ '^^^ ^20,000; if he makes $20,000, he wants to make 
$40,U00, and so on. What is the answer to that? Is it the family 
problem? Is that what you are saying? 

Mr. Murray. The way to make him hold on to that job that is 
going to lead to something better longer down the road is a necessi- 
ty. I am not, by the way, talking about a culture of poverty. I am 
asking us to think about things we did when we w'^re 17 and 18 
years old. 

Senator Symms. Lawrence Welk said we should repeal the child 
labor laws. Would you agree with that? 

Mr. Murray. I don't want to go on record with a snap answer to 
that. 

Senator Symms. I didn't mean to put you on the spot. He made 
quite an argument on television one time that we don't get people 
stalled in the habit of working at a young enough age. Farm kids 
all <io because they all go to work on the farm, but there are less 
and less of us from the farm nowadays. 

Mr. Murray. When I say "necessity" I mean it. The thing that 
creat^ respect for low paying jobs, the thing that creates the at- 
mosphere in the community that you are proud of Johnny because 
he holds a iob and you are not proud of Dick because he is not 
holding a job, is the fact that holding a job is absolutely necessary 
to the survival of the family and the community, and that implies 
getting nd of a vast range of support programs, and then we are 
right back m the problem we asked earlier: But what do you do 
wiUi the people that are already in that situation? 

So if I am doing no more than reciting a dilemma, I apologize, 
but there are no fixes short of mtgor reform in the way of creating 
greater necessity for young people to get in the work force and stay 

Senator Symms. I think my time is up. If there isn't someone 
burning to say anything to answer that, I will yield to Congress- 
man Hawkins. 

Mr. Greenstein. I woulu just say that I think that the approach 
you are suggesting is not an alternative to the Job Corps. I think 
the Job Corps does some very important work and is successful 
with a certain portion of its enrollees who, in the absence of that, if 
you simply do the tax credit youVe talking about, aren't going to 
show up. After Job Corps they may. I think that the kind of idea 
that you are suggesting is something we really should explore. 

Senator Symms. Maybe merge them? 
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Mr. Greenstein. They could be two separate elements. 

Senator Symms. What I mean is be more flexible with the Job 
Corps, not be so hidebound to the regulations that emanate from 
them. 

Mr. Greenstein. I am actually saying something different. I am 
saying you can leave the Job Corps, or you can expand it, which I 
would favor. The Job Corps is never going to cover more than a 
very small fraction of the youth we are talking about, part of what 
we need to do is not only create more incentives for employers to 
hire these people, we have to create more jobs for these people. 
There may be a bunch of jobs in northern Virginia and there may 
be jobs on your apple farm, but there are many areas of the coun- 
try where there aren't enough jobs for those people. 

On the one hand, the past experience shows mixed failure in 
using tax credits in the private sector to actually get them to 
create more low wage jobs, but I don't think we should write the 
effort off for that reason. We have to find a way in many areas 
both to create more low-wage jobs and push these people into them. 
I don't think we can simply assume that all the jobs are there. 

The other thing I would say is we also need to improve the incen- 
tives, the rewards from taking these jobs, and one of the problems 
right now is how heavily we tax people below the poverty line that 
take low-wage jobs. 

I do think that the part of the President's tax program that deals 
with eliminating income tax for people below the poverty line and 
expanding the earned income tax credit is very important. Unfor- 
tunately, the one group under the President's program that still 
pays taxes even though they are below the poverty line are single 
individuals like young males that we are talking about. 

I would like to see us find some way to restructure the earned 
income tax credit so we can both reward these young individuals 
who work more as well as larger families, which would be profami- 
ly. If you are a large family, you can be below the poverty line and 
not get the earned income tax credit because it is not family-size 
conditioned. 

I think the evidence is strong, as Peter Gottschalk says, that 
public assistance isn't the big factor here. Most of these black 
youth we are talking about are not eligible for Dublic assistance in 
the first place. They can't go on AFDC. 

We need more job creation strategies; we do need to push these 
youth more into jobs; we need to stop taxing them if they take jobs; 
we need to do a variety of things, and we need to do a lot of experi- 
mentation. We really don't know all the answers. 

Senator Symms. Mr. Gallaway. 

Mr. Gallaway. Yes, one comment on what Mr. Murray was 
saying. He spent a good deal of time talking about tne elite wisdom 
and its view of the poor and the double standards with respect to 
the poor. I think we tended maybe to pass that over, and this may 
be the most critical way in which you can change the environment 
surrounding being poor. 

It is fashionable, particularly among intellectuals, to perceive of 
the poor as a group that somehow needs the loving care of those 
intellectuals and their political leaders; that they are incapable of 
functioning on their own without that care. It's a very patronizing 
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view of the poor. And after a while people do start to believe it, 
and they wait for the patronizing care, and in the process normal 
incentives are destroyed. And what it leads to is poverty by choice. 

Senator Symms. Do you mean poverty by choice or taking a 
check from a transfer payment instead of a job? 

Mr. Gallaway. You have choices between alternatives. It doesn't 
mean that they are nice alternatives, but you still have to make a 
choice between those two possibilities. The fact that you elect one 
over the other means that it is preferred to the other, but that 
doesn't mean that it is necessarily a pleasant condition. 

What we are doing with poverty by choice is we are playing with 
the incentives. 

I am intrigued that some of my fellow witnesses here are willing 
to talk about incentives in some contexts, for which I applaud 
them, and then deny that they work in other contexts. 

The essence of the problem is the way we structure incentives. 
Even though we create a situation that you or I might not opt for, 
it may be a more preferred one. Admittedly, it may not be a pleas- 
ant condition, and it may become officially recorded as poverty. 
That is poverty by choice. 

By no means should this be construed as passing judgment on 
the poor. If we are doing anything here, those of us who argue this 
position are passing judgment on the political leaders of the society 
who have created a set of alternatives which lead people who are 
making normal economic decisions to function in this fashion. 
There is no blame to be attached to the poo ^ They are behaving 
just as they ought to behave under those conditions. If we don't 
like the outcomes, the only thing we ought to do is look in the 
mirror tomorrow morning when we shave or put on our makeup, 
whatever, because there is the source of the problem. The source of 
the problem is not the poor. They are behaving in response to the 
sets of mcentives that we have structured for :hem. 

Senator Symms. Thank you very much. 

Congressman Hawkins. 

Representative Hawkins. I find the statement so preposterous 
that it is very difficult to even frame a question. 

I just picked up a page from the Children's Defense Fund, which 
I think is very significant. There are 13.3 million poor children in 
America; 8.5 million of them are white; 3.3 riillion children have 
fallen into poverty. So this is not a problem of a few black youths. 

This subject always gets down to what I would say is 500,000 or 
600,000 young black people. We could put them on jobs tomorrow 
and they would accept them, I am willing to venture, if we offered 
them jobs tomorrow at least at the minimum wage. We could do 
that for $1 billion. But we aren't going to do it in this sess'.on, it is 
pretty obvious. Anything that costs as much an $100 is eliminated. 

So we are dealing with a problem not of a fi»w minorities, a few 
black youth; we are dealing with a problem that affects at least 13 
million unemployed people in America. We are dealing today with 
a poverty situation in which in the last 10 yeers we nave created 
over 13 million poor people by governmental policies. They didn't 
just happen; there wasn't something magic about it. We have been 
cutting back for 5 or 6 years. We started under President Carter, a 
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Democratic President, to cut back on programs, employment and 
training programs. 

Today we are talking about the Job Corps. We are cutting back 
on that as well. The x>esident a year and a half ago said it was a 
wonderful program. He now advocates eliminating it. So what we 
are doing, we are eliminating employment programs; we are cut- 
ting back on jobs. And then we turn around and say individuals 
choose poverty by choice. 

I think it is well demonstrated in the most conservative newspa- 
pers whenever jobs have been available— recently in Baltimore, 
MD, they offered in the neighborhood of a thousand jobs and about 
20,000 people stayed up all night in the cold trying to get one of 
those jobs, and that has been duplicated all across this country. 
And to say that individuals don't want jobs when we are deliber- 
ately eliminating jobs and we have been budget cutting for at least 
6 years, if you want to say something has failed, certainly that has 
failed, because poverty has gone up; 13 million have been added to 
poverty. So we must have done something wrong. 

Between 1959 and 1969 poverty was decreased by 40 percent, and 
yet we seem to have trouble even among ourselves in trying to say 
what has failed and what hasn't failed. 

Certainly Head Start has been one of the successful programs. It 
took us 15 years to evaluate and say so. In the meantime, some of 
these black youths that we are talking about today didn't get Head 
Start. Chapter I, compensatory education, certainly has proved suc- 
cessful. I haven't heard anyone attack that. And yet we are reach- 
ing only about 4 percent of those who could benefit from it. 

We are also eliminating and seem to be saying the Job Corps 
hasn't worked. Well, the ones who are operating Job Corps are 
IBM, Xerox, General Motors; those are the ones, the private sector, 
who happen to be operating Job Corps, and it has been evaluated 
as returning $1.42 for every dollar we invested. That's a good in- 
vestment. Yet I am quite sure, Mr. Gallaway, you probably would 
oppose it. I don't know Mr. Murray's position. I haven't read his 
book. But he certainly has challenged me. I am going to read his 
book. Thev is one copy you are going to sell. I am going to buy it, 
because 1 would like to read it. 

Mr. Gaixaway. I commend it to you. It's a very fine book. 

Representative Hawkins. It's not a difference in intellect here; 
it's a difference in courage and the ability of the people to say we 
are going to put Americans to work as other countries have done. 
Transfer payments are not used on other countries that have done 
a good job. Japan doesn't have youth unemployment. Why is it 
they can solve the problem and we can*t? Scandinavian countries 
have done an excellent job in employment and training programs. 
And what is more American than to say the work ethic means that 
we are going to provide iobs for these people and not create unem- 
ployment as we did in the 1981-82 recession and threw people out 
of jobs? 

So I think we need a new approach to this problem. I think we 
need to look at what has worked and what hasn't worked and build 
on it. 

As Congressman Scheuer says, some of these programs did work, 
and why don't we go back and pick those up and not have this fa- 
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talistic attitude or this elitism that Tve heard expressed today that 
only those who are qualified should get the jobs, they should get 
the jobs first and we will write off those we call disadvantaged, 
those that we disadvantaged because we did not provide the educa- 
tion and training for them. It wasn't by choice. They didn't have 
the choice. It was those who made these policies at the State and 
Federal levels that determined that there would be some unem- 
ployed, and I think we have to begin where the trouble lies. 

Mr. Gallaway. Could I respond briefly? 

Senator Sybims. Certainly, go ahead. 

Mr. Gallaway. I would commend to Congressman Hawkins the 
programs that have generated 8 million new jobs in the United 
States in recent years and have carried the employment ratio in 
the United States to an all-time high. 

Senator Symmms. Do you want to make a comment on that, Mr. 
Greenstein? 

Mr. Grsenstein. Congressman Hawkins, I would certainly agree 
with what you are saying. We only serve 18 percent in Head Start. 
Title I often gets criticized; it has positive impacts in elementary 
school and then some of that seems to fall back in later years. You 
can look at that two ways. One is saying, well, the results aren't 
long lasting, so we should cut title I. I think it could and should be 
looked at another way, which is that we need to make more efforts 
in junior high & ^ool and high school. Most of the title I money 
goes just to elementary schools and there it seems to work. 

It does seem to me that if you put the employment and training 
programs and Head Start and title I together, they are very impor- 
tant, and yet they leave us well short. They enable many of the 
people they help to compete more effectively, but if the total 
number of jobs available for low income doesn't enlarge, then what 
we are doing to some degree is reshuffling the deck on which 
people from disadvantaged backgrounds get the jobs, which I think 
means that we have to supplement as you've proposed for years. 

Head Start and title I and training by themselves are not going 
to yield as dramatic results as if we coupled them with some job 
creation. If we don't have the job creation, then we are going to say 
tiie training programs didn't work, they were failures and so forth. 
The training programs will not yield that much if, after we finish 
the training, the jobs aren't there. 

The one other point I would make is that I really think that 
while a lot of what Charles Murray said about looking at the 
chaits on the jobs for youth in the 1970's has merit, it is not the 
whole story. The other side of the story is that in many ways, cer- 
tainly in the period up until 1970, the principal source of low-wage 
jobs for black youth was wiped out. If you go back to 1950, the over- 
whelming source of jobs for black youth were agricultural jobs in 
the South which were wiped out, and there was not an equivalent 
replacement. 

We also forget the fact that when more youth go to school, par- 
ticularly black youth, or go into the military they are not counted 
in the labor force anymore, and that tends to lower the employ- 
ment ratio and make things look somewhat worse than they other- 
wise might be. 
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No one has mentioned today the lingering effects of discrimina- 
tion. I would suggest that it is somewhat different to hire a black 
youth to work in a field or to work in a factory than to work in 
offices, and we are increasingly working in services and offices. I 
would suggest that one of the factors that lingers here very much 
is the factor of discrimination. 

Let me stop there. 

Representative Hawkins. Let Mr. Gottschalk comment, if it is 
OK with you. Congressman Scheuer. 

Representative ScheueFv. Sure. 

Mr. Gottschalk. I will take literally 1 minute. 

Let me again say that I think the job strateg>- is the right strate- 
gy. Right now there are some evaluations of workfare. What people 
are finding is that welfare mothers are perfectly happy to earn 
their checks, that people do not object to having work in order to 
be paid. 

The one suggestion which I would hope you would at least con- 
sider is to make a very simple change in the workfare program. In- 
stead of saying you have to work to earn your check, you say you 
can work, and if you want to earn more than your welfare check, 
all power to you. In other words, just a simple change in that piece 
of legislation which goes from saying you only earn up to your wel- 
fare check to saying you can earn all you want would make a sub- 
stantial difference. I think that what you would find if you ran 
that experiment would be that people want to work and they want 
to earn more than what they are getting. 

I agree with you. Senator Symms, that every study has shown, 
and Charles Murray agrees, that welfare people have exactly the 
same aspirations that you and I have. You have to give them the 
opportunity, and I think that the legislation which Congressman 
Hawkins has advocated is exactly the right way to go. 

Senator Symms. Thank you. 

Congressman Scheuer has another round of questions to ask, I 
have a few questions I am going to subn^it for the record. Then we 
might try to allo\\ each one of you a mijiUte or two to summarize if 
you had a point you wanted to make and then we will end the 
hearing. 

Congressman Scheuer. 

Representative Scheuer. I am going to just expand a little on the 
questions that I am hoping all four of you will address yourselves 
to. 

I asked before what can we learn from the experience of the past 
with the poverty programs and the other experimental programs. 
How can we take a sui^eon's scalpel to those programs and identi- 
fy the elements that produce success and identify the element that 
produce failure and rebuild the programs building on that experi- 
ence? 

I would like to add a couple of other things. Where dc^ we inter- 
vene, let us say, in the human life cycle. Do we try and get the kids 
very, very early at the Head Start age and concentrate resources at 
the Head Start and follow through at elementary and secondary 
education, hoping that we will have done the job of giving the kids 
all the literacy skills they need to enable them to have marketable 
skills? 
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I think we have to assume that we can do anything but we can't 
do everything. Job Ck)rp8 is expensive. I think that somebody just 
saiu that we can't afford to put more than a very small percentage 
of the kids of secondary education years or postsecondary education 
years into the Job Corps. I think we are going to have to make 
some tough decisions on costs and benefits. Where do we spend our 
a^^able funds to get the biggest bang fov a buck in enabling these 
kids to make it in the private job market? 

I think most of us have not held on to the hope that the Govern- 
ment as the employer of last resort can be the answer to jobless- 
ness. 

I think most of us feel that somehow or other we have to enable 
these kinds to compete for iobs that the private sector is producing. 
Given the trends aiid the kind of jobs that the private sector will 
be producing, and it seems to me we have t take that as a given 
what do we do with the cohorts of young people who are coming 
into the job market every year from now until the end of the cen- 
tury? Where do we intervene specifically to break the cycle of job- 
lessness, to break the cycle of poverty? 

I think these are the kind of questions that would be extremely 
helpful if you could address yourselves to them. 

Thank you. 

Senator Symms. Thank you very much, Congressman. 

I want to tharJt all of the witnesses and the Members of the 
House and Senate that participated in this hearing this morning. 
We may have a few more questions, as I mentioned, to submit for 
the record. 

If you all want to have 1 more minute each, why don't we just go 
m the order that you originally testified, starting with Mr. 
Gallaway. Try to keep it as short as possible, beca ise the chairman 
has another meeting that started at 12 noon. 

Mr. GiUXAWAY. I think the analysis that we presented pretty 
well stands as it is. If we pursue the strategy of transfer payment 
income, we are going to reach a point beyond which the disincen- 
tive effects are going to overwhelm the direct income enhancing ef- 
fects. It 8 consistent with economic theory; it's consistent with the 
data; and I think we are clearly well into that stage now. 

Senator S.mms. I might just ask one little question on that. Mr 
Murray made the point that he didn't even advocate trying to 
worry about it right now because the consensus in the United 
btates is not there. The old saying is if you tell a story often 
eiwugh that after a while people begin to believe it. If we continue 
with this, does it do any good? You are the first people on the hori- 
zon that have raised this type of controversy. 

Mr. Gallaway. I think Charles Murray may be a little pessimis- 
tic, because the consensus that I suspact he talks about is the con- 
sensus within the Beltway surrounding the Capital of the United 
States. 

Senator Symms. Like I always say, within the 10 square miles 
surrounded by the reality of the rest of the United States. 

Mr. Gaixaway. Out there in the reality of the rest of the world, 
if I were to go around anJ market the results that I have talked 
about here most of the people I would talk to would look at me and 
say, You mean they pay you good money to reserch the obvious? I 
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knew that. So tell me something new.'* But there is something pe- 
culiar about the mentality of this city. 

Senator Symms. It may even go deeper than that. The only way 
we are going to win this argument and actually really help those 
disadvantaged people is that the people who believe in private own- 
ership and its moral and humanitarian efficacy have to out human- 
itarian the humanitaricuis in the presentation of the facts. 

So I compliment you for your answer, because there isn't any- 
body in this room that wants to have their fellow citizens in a state 
of poverty. It's just a question of what is the best way to deliver 
them from that state of poverty. 

I think also there is an assumption in the general liberal think* 
ing that somehow if one makes $20,000 a year, anybody that makes 
$18,000 is less advantaged. Now some of those people are not that 
unhappy in many cases and don't feel like they are being put upon 
in some instances where they do have families and homes and an 
opportunity to make it on their own. 

Did you want to have any comments to close, Mr. Gottschalk? 

Mr. Gottschalk. Just to reiterate that the place where the war 
on poverty went astray was in ultimately relying on transfers. 
Transfers work; they do reduce poverty; but thet don't necessarily 
create self-sufficiency. The way to move ^6 in job creation and pro- 
grams like the Job uorps. 

Again let me reiterate that something where you and I may 
agree on is that workfare is something which one can build on, and 
I would seriously suggest that people look a^ that progam and 
make the one very minor change I have suggest * 

Senator Symms. It is the old sa3ang that you siiouldn't give a guy 
fish, instead teach him how to fish. You have to teach him how to 
grow it or how to make it so that he can in fact carry Dn after the 
transfer program stops. It is supposed to be a stepping stone toward 
employment, because the ultimate dignity for all human beings is 
to be able to work. That is why we are here on this Earth, to work. 

Mr. Greenstein. 

Mr. Greenstein. Mr. Chairman, let me take your statement tha^ 
everyone wants to reduce elincinate poverty one step further. I 
think probably all of us at this table would agree that we would 
like to diminsh reliance on welfare. The question is how you do 
that. I think the absolutely wrong way to go is simply to cut out 
the benefits. We are just going to impoverish more children. I 
think there is an alternative way to go, and it has a number of 
parts to it. 

First, building on the President's proposal, we should reduce 
taxes and expand the earned income tax credit, which is a direct 
work bonus for low-income people who work. 

Second, we have to do more in the area of jobs programs. I don't 
think that necessarily means that the Federal Government is an 
employer of the last resort, but it has to include job creation that 
includes, as you suggested, pro^'iding incentives to employers to 
create more jobs and hire more low-income people. We have to ad- 
vance strategies of that sort. 

Third, we probaly need to further to toughen the area of child 
support collection both as an alternative way to get income to lov/- 
income mothers without going into the welfare system, and as a 
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way of t^acouraging more discipline and responsibility on absent 
fathers. 

Fouth, when we finish with those steps we are going to be left 
with a number of low-income families with children who are poor 
who need assistance and transfer payments. For those families we 
ought to have a national minimum benefit that is tied to inflation 
so that they don't live at 10, 20, or 30 percent of the poverty level 
and we don't keep pushing poor children in those families deeper 
into poverty. 

That is an approach, I think, to reduce both proverty and reduce 
reliance on welfare at the same time. It may entail spending some 
additional Federal funds, but I think we should recognize that pov- 
erty programs are only 8 or 9 pei-cent of the Federal budget now. I 
am all for cutting a number of other parts of the domestic budget 
but not the poverty program area, although we may need to spend 
the money in a a somewhat different frshion th^n we currently do. 

Senator Symms. Thank you. 

Mr. Murray, I will give you the cleanup spot for the day. 

Mr. Murray. Very quickly, I think that we have to recognize 
that there is no painless way to break through the cycle that we 
have been talking about this morning. The choices that we are 
going to have to make in society are going to have to be ones where 
we, the affluent folks who have been paying the bill, stop taking 
comfort in how hard we are trying to help the poor by being com- 
passionate, and we are going to have to adopt solutions which will 
cause some pain, but we are also going to relieve a great deal of 
pain in the process. Until we are ready to make those hard choices, 
I am afraid the consensus out there is to cut budgets by 10 percent. 
The consensus out there is not to confront the realiy hard choices 
and to make the major changes that are going to be required to 
make a start on th»s problem. 

Senator Symms. I thank all witnesses and thank all the Members 
of Congress who participated this morning. 

The subcommittee is adjourned. 

[Whereupon, at 12:15 p.m., the subcommittee adjourned, subject 
to the call of the Chair.] 

[The following additional written questions and ansv/ers were 
subsequently supplied for the record:] 
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RESPONSE OF LOWELL GALLAWAY TO ADDITIONAL WRITTEN QUESTIONS POSED BY 
REPRESENTATIVE SCHEUER 

Questions 



1 Cash plus in-kind transfers were about tne same m 1977 and 1983. 

Yet, the poverty rate, as you know, has increased froni 11.6 percent to 
15.? percent. If Murray's thesis were correct, it snoula have gone 
down. How do you explain this phenomenon? Do you believe tnat the 
increase in unemployment from 7.1 percent in 1977 to 9.6 percent in 
19B3, and the real decrease in benefits could explain the increase in 
the post-transfer poverty rate? 



2 Dr Gallaway argues on page 4 of his testimony tnat social 

welfare programs have created "a sub-class of the /\rrerican population 
that IS detached from the mainstream of American economic life." That 
statement implies that a permanent population pool depends upon welfare 
for its sustenance. How do you explain the cirse cort^clct^nn of increases 
in poverty witn tne overall performance of the econony? IndeeiJ, when 
unemployment rose as it did in 1981 and 1982, so did the poverty rate. 
It would seem that the less fortunate in our society ar3 indeed in 
"the mainstream of American economic life" because trey are tne fir;t 
victims when things turn sour. Do you agree' 



How long do most AFDC recipients stay on welfare? Would it seem 
to you that welfare is not the "trap" Mr. Murray implies, rather, the 
President's "safety net" is a better metaphor' 



As :ou knov-;, poverty among the elderly has declined as orograms, 
like social security, which unlike AFDC is indexed to the rate of 
inflation, protect the aged ooor from the penis of poverty Is this 
something you regret? 



What is the significance, in your opinion, that while poverty among 
the elderly, according to the CRS-CBO |5tudy Children in Poverty declined 
from 24 percent in 1970 to 14 percent in 1983, it has increased in 
children from 14.5 percent to over 22 percent in 1985? 



According to the new CRS-CBO study (Ch ildren in Poverty more than 
one-sixth of all poor children, 2.5 million, had at least one parent 
emo1oyedyear-round at a full-time job' What in your opinion is the 
significance of this fact' 
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Lowell Gal 1 away 's Answers 



Replies to written queries for The War on Poverty - Victory or 
Defeat? , Hearing before Subcommittee on Monetary and Fiscal Pio^icy, 
Joint Economic Committee of the Congress, June 20th, 1985. 

The first two questions posed involve the issue of the relationship 
between poverty rates and general economic conditions. The standard 
argument is that the poverty rate is reduced by increases in per capita 
real income levels in the economy and increased by higher unemployment 
rates. Here, I refer you to the technical submission, "The *Nev^" Struc- 
tural Poverty: A Quantitative Analysis," which demonstrates that over 
the interval 1953-1972 there is a powerful relationship between the 
poverty rato and general economi': conditions. From 1973 through 1983, 
though, that relationship disappears almost completely. The primary 
reason for this Is the disincentive effects associated with increasing 
amounts of transfer payment Income. These operate to obscure the rela- 
tionship that existed earlier. In fact, once the Impact of variations 
In transfer payment Income Is controlled for, statistically signifi- 
cant relationships between poverty and measures of general economic 
activity emerge. Thus, the specific answer to tnt first question Is 
that changing economic conditions contribute to the rise In the poverty 
rate between 1977 and 1983. However, that does not invalidate the "public 
aia" hypotheses. It is operative In addition to the Impact of overall 
economic conditions. 

Might I add at this point that I am pu22led at the resistance to 
the "public aid" hypothesis. There appears to be such widespread 
agreement that the disincentive effects that underly the public aid 
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hypothesis exist. I refer you to the CRS-C80 study, Children in 
Poverty ^ Part I, Chapter V, where a study by Sheldon Danziger and 
Robert Plotnik, when properly interpreted, strongly confirms the 
arguments in my and Charles Murray's testimony. For example, it 
indicates that $ 12.6 billions (1983 dollars) of transfer payment 
income in 1967 produced a reduction (net of disincentive effects, 
which were positive) of 0.7 percentage points in the poverty rate for 
families headed by a person aged 20-5,. By 1974, the levei of trans- 
fer payment income had moved to $ ?6.6 billion (again, 1983 dollars) 
and the net effect on the poverty rate was to reduce it by only 
an additional 0.3 percentage points (giving a total reduction of 
one percentage point). Some simple calculations from the Danziger- 
Plotnik findings indicate that the elasticity of the disincentive 
effects with respect to transfer payment income is 1.20 while the 
elasticity of poverty-reduction with respect to transfer payments is 
only -0.89. What this indicates is that further increases in 
transfer payment income would have the effect of producing rela- 
tively larger increases in disincentive effects than in transfer 
income induced poverty-reduction^ At some point, with increases in 
transfer payment income, the disincentive effects *'*ill overwhelm 
the poverty-reduction effects. The only question that seems open 
to debate is the magnitude of what I call the threshold level of 
public aid in my testimony. 
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With respect to Question P 3, how long AFDC recipients stay 
on welfare, I cite for you the evidence reported in Cmldren in Pov- 
erty , p. 219, to the effect uhat "the majority of persons enrolled 
in the program at any poi'it in time are in the midst of /AFDC_7 
spells that last at least eight years." What interpretation you 
put ou this statistic is a matter of perspective. It suggests that 
AFDC is not primarily something to handle incidentul economic dis- 
tress, that it deals with longer term poverty. Our analysis argues 
rather strongly that a significant portion of that poverty represents 
"poverty by choice", suggesting a poverty "trap". It is important 
to remember that almost 60 percent of the poverty observed at any 
point in time represents "spells" of poverty of eight or more years 
and that the average poverty speT for persons observed poor it any 
point in time is 11.0 years (p, 46, Children in Poverty ). 

Questions # 4 and # 5 deal with the phenomenon of declining 
poverty among the elderly* I decline to answer #4. It is insulting 
and demeaning, an implicit dttack ad hominem . It suggests that m^ 
motive in appearing at this r.earing is to "grind the face of the 
poo«^". Further, the question is not gpnnane to the issues at hand. 
Any useful remarks I have about this matter are contained in my 
answe*" to question ^ ^„ 

The decline in poverty among the elderly over the intei^val 1970- 
1933 is not surprising, on two counts. First, the period of "double- 
indexing" of Social Security benefits during the 1970's escalated the 
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level or real transfer payment income accruing to this group. 
No one denies that there is a direct income enhancing effect assoc- 
iated with transfer payment income. The critical question is the 
impact of the transfers on work activity, ^elati^^ to the incoi^ 
enhancing effecl. This brings me to the second explanation for the 
decline in poverty amo.ig the elderly, their relatively low labor 
force participation rate. Currently, the labor force participation 
rate among the elderly (aged 65 and over) is about 11 percent, com- 
pared to about 70 percent for the remainder of the population aQed 
16 and over. Thus, the opportunity for labor supply responses to 
increases in transfers to operate is quite restricted. Incidentally, 
it is worth noting that the labor force participation rate among 
the elderly has fallen by about one-half since 1960. This is quite 
consistent with a labor supply response to rising levels of real 
transfer payment income. 

As to the rise In poverty anK)ng children, our analysis indi- 
cates that a major factor in this respect is the labor supply disin- 
centive effects discussed both in replies to earlier questions and 
-in the technical submissionc, especially the one entitled, "Suffer 
the Little Children: The True Casualties of the War un Poverty.'* 

Finally, there is question I 6. The evidence cited in the body 
of the question, in conjunction with other data developed in the 
CRS-CBO study, argues strongly for the importance of work activity 



ERIC 



170 



as a deterrert to poverty. The 1982-1983 poverty rate among children 
in families where only one parent worked full time was 9.9 percent, 
much lower than the overall rate of 21.7 percent. Where both worked 
full time, it was 2.6 percent. The important question is, "Why the 
relatively low volume of full-time work activity among parents of poor 
children?" The analysis contained in the two technical submissions for 
the record indicates that a significant source of this phenomenon is 
the work disincentives associated with the present level of transfer 
payment income available to low income members of the society. 

As to the more general queries directed toward the witnesses, I 
must confess that there is little of a positive nature that can be said 
about the Great Society programs. They have alnwst totally followed 
the special treatment and transfer payment income routes, doing great 
damage to work incentives in the process. Beyond that, they have been 
remarkably inefficient in targetin,; the "poor" population. For 
example, 1983 data from the Current Population Survey indicate that 
14,521,000 households were receiving at least one non-cash means-tested 
gcvernnient benefit. The same data show 12,469,000 households wi*h 
poverty levels of money income. However, only 7,344,000 (less than 60 
percent) of those households were receiving non-cash means-tested 
benefits. Over 40 percent of poor households did not receive benefits 
from even one of these programs. At the same time, for every poor 
household receiving these benefits, there was a non-poor household that 
was also getting the^. Add this record of inefficiency in reaching the 
truly pear to the impact cn work incentives and you have a devastating 
indictment of the social usefulness of the Great Society programs that 
have been the heart and soul ^f The War on Poverty. 
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RESPONSE OF PETER GOTTSCHALK TO ADDITIONAL WRITTEN QUESTIONS POSED BY 
REPRESENTATIVE SCHEUER 



Questions 



2 



3 



4 



5 



6 



Cash plus In-kind transfers were about the same In 1977 and 1983. 
Yet, the poverty rate, as you know, has increased from 11.6 percent to 
15.2 percent. If Murray's thesis were correct, il should have gone 
down. How do you explain this phenomenon? Do you believe that the 
increase in unemployment from 7.1 percent in 1977 to 9.d percent in 
1983, and the real decrease in benefits could explain the increase in 
the post-transfer poverty rate? 



Dr. Gallaway argues on page 4 of his testimony that social 
welfare programs have created "a sub-class of the American population 
that IS detached from the mainstream of American economic life." That 
statement implies that a permanent population pool depends upnn welfare 
for its sustenance. How do you explain the close correlation .f increases 
in poverty with the overall perfor..iance of the economy? Indead, when 
unemployment rose as it did in 1981 and 1982, so did the oov^rty rate. 
It would seem that the less fortunate in our society are indeed in 
"the mainstream of Ame^'iran economic life" because they are the first 
victims when things turn sour. Do you agree? 



How long do most AFDC recipients stay on welfare? Would it seem 
to you that welfare is not the "trap" Mr. Murray implies, rather, the 
President's "safety net" is a better metaphor? 



As you know, poverty among the elderly has declined as programs, 
like social security, which unlike AFDC is indexed to the rate of 
inflation, protect the aged poor from the perils of poverty. Is this 
something you regret? 



What IS the significance, in your opinion, that while poverty among 
j the elderly, according to the CRS-CBO study Chi Idren in Pover ty declined 
from 24 percent in 1970 to 14 perci.. in 1983, it has increased in 
children from 14.5 percent to over ?? pe cent in 1983? 



According to the new CRS-CBO study { ni Idren in Povert y more than 
one-sixth of all poor children, 2.5 million, had at least one parent 
emoloyed year- round at a full-time job'' lat in your opinion is the 
significance of this fact' 
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Peter Gottschalk's Answers 



1# Do we know why many black male teenagers have lower labor 
force attachment than other socioeconomic groups? 



No simple story gives a very good explanation of the low 
labor force part icipc»t ion of this group. Their labor force 
behavior does vary with the business cycle, indicating that low 
demand for their services is at least part of the answer . 
However, even during expansionary periods this group experiences 
more unemployment and has lower labor force participation rates 
than other groups* 

While there is still a lot to be learned, it is hard to 
imagine that increased transfers are an important explanation. 
Unemployed male teenagers are not well covered under the major 
welfare programs and many do not qualify for Unemployment 
Insurance. This group simply receives too few transfers to 
exhibit large labor supply effects. 

Furthermore, it should be remembered that this group makes up 
only a small proportion of the poverty population — black males 
between the ages of 16 and 21 make up 4.5 percent of the persons 
in poverty. Thus, while unemployment among black youth is an 
important social problem its solution would have only a minor 
impact on poverty. 



2. What are the sucesses and the failures of the Great 
Society? 



As indicated in my written tesimony , the programs for the 
elderly were an unqualified success. The real value of Social 
Security increased and SSI was implemented during the same period 
that poverty rates among the elderly were cut in half. There can 
be little doubt that the expenditure growth was largely responible 
for the reduction in poverty. 

Strategies to help the nonelderly poor gain marketable skills 
have turned out to be consderably less sucessful. While it has 
been demonstrated that many investments m training programs for 
women and youth offer benefits greater than costs, these programs 
are expensive. Sucessful stategies to help prime aged males have 
been the hardest to find. 



3. What explains the increase in poverty between 1977 and 

1983? 
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As my testimony indicated, rising unemployment is a key 
factor in explaining the rise in poverty. Increased transfers 
during the beginning of the period kept poverty from rising. When 
transfers started being cut, this further increased poverty. 

4. Is there a permanent welfare or poverty class, as is 
implied by the Gallaway view? 

The extensive evidence shows that there is considerable 
turnover in the poverty or welfare population. Bane and Ellwood 
estimate that half of AFEX: spells are over within two years. 
Likewise the median spell of poverty will last less than two 
years. This is not to dt:ny that a small percentage of those ever 
poor (or ever on welfare) will remain in that scate for an 
extended period. One should , however, not use this minority to 
draw inferences about the larger population. If there is a 
welfare or poverty trap, the vast majority manage to escape. 



5. Do I support the indexation of benefits? 

I believe that the same arguments whicn have been effectively 
used to argue that tax rates should be indexed can be applied to 
welfare benefits. If benefits are to be cut, this should be the 
result of an explicit legislative decision, not the capricious 
result of inflation. 

I believe that if such explicit decisions had to be made, 
benefits would not be cut. Legislators would not accept the 
argument that higher benefits increase poverty. Such arguementc 
do not make common sense and are contradicted by massive empirical 
evidence. These arguements should be dismissed by thinking 
liberals and conservatives alike. (It should be noted that 
Charles Murray has rejected just such a position.) 



6. What IS the significance of the rise of poverty among 
children, even in families with a full-time year-round worker? 



The recent rise in poverty was concentral.ed on the groups 
which had previously been less suscc ible to poverty — male heads 
with significant labor market attachment. It was exactly the 
group with the least attachment to the welfare system which were 
the most likely to enter poverty. Su^h evidence directly 
concradicts the view that increased welfare is responsible for the 
rise in poverty. 

If welfare caused poverty, th'»n poverty among children in 
female headed households should have fallen as welfare benefits 
were being cut. Just the opposite happened. 
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RESPONSE OF ROBERT GREENSTEIN TO ADDITIONAL WRITTEN QUESTIONS POSED BY 
REPRESENTATIVE SCHEUER 

Questior 

1- Cash plus in~kind transfers were about the seme in 1977 and 1983 

Yet, the poverty rate, as you know, has increased from 11.5 percent to 
15.? percent. If Murray's thesis were correct, it should have gone 
down. How do you explain this phenomenon' Do you believe that tne 
increase in unemployment from 7 1 percent in 1977 to 9 6 percent in 
1983, and the real decrease in benefits could explain the increase in 
the post-transfer poverty rate' 

2 Dr. Gall away argues on page A of his testimony that social 

y/elfare programs have created "a sub- class of the American population 
that is detached from the mainstream of American e«-onONiic life." That 
statement implies that a permanent population pool depends upon welfare 
for Its sustenance. How do you explain the close correlation of increases 
in poverty witn the overall performance of the economy' Indeed, when 
unemployment rose as it did in 1981 and 1982, so did the poverty rate. 
It would seem that the less fortunate in our society are indeed in 
"the mainstream of Americe.i economic life" because they a»"e the first 
victims when things turn sour Do you agree? 

^ How long do most AFDC recipients stay on welfare? Would it seem 

to you that welfare is not the "trap" Mr. Murray i„.f>l .tes, rather, the 
President's "safety net" is a better metaphor*^ 

* As you know, poverty among the elderl) has declined as programs, 

like social security, which unlike AFDC is indexed to the rate of 
inflation, protect the aged poor from the perils of poverty. Is this 
somethi ng _^ou regret' 

What IS the significance, in your opinion, that while poverty among 
^ the elderly, according to the CRS-CBO study Chi idren in Poverty declined 
from 24 percent in 1970 to 14 percent in 1983, it has increased in 
children from 14.5 percent to over 22 percent in 1983' 

' According to the new CRS-CBO study (.hi 1 dren in Poverty more than 

one-jjxth of all poor children, 2.5 million, had at least one parent 
erijDl eyed year-round a* a full-time job^ What in your opinion is tne 
significance of this fact' 
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Robert Greenstein's Answers 



1. Several studies have been done of the Increase In poverty (including 
analyses by Gottschalk S Danzlger, the Urban Institute, and the Congressional 
Research Service). The studies generally find that the most important 
reason for the Increase In poverty Is tht economic downturn and that the 
second nost Important reason Is the reduction in benefits. A much smaller 
contributing fact< r was the Increase In female-headed households. The 
fact that reductions In benefits Increased poverty would Indeed appear 
to present evidence contrary to Murray's thesis. 



2. That changes In the poverty rate correlate closely with upturns and 
downswings In the economy has been established beyond question. Moreover, 
recent research shows that when the economy turns sour, low Income black 
iMles are hurt worst. Finally, work by Duncan and Coe conclusively shows 
that the majority of the poor are not permanently poor or part of a permanent 
underclas?, but rather are persons who are poor for a while and then leave 
poverty as the economy* and/or their personal situations. Improve. Never- 
theless» there Is a subgroup of he poor who, while a minority of the 
poverty population, are poor for ye rs at a time and do not move out of 
poverty when the ecoromy Improves. This subgroup Is disproportionately 
female-headed and black, and r:an not be said to be In the mainstream of 
economic life. We need to be v^ry concerned about this group. 

3. Most recipients stay on AFDC only a few years or less — v*-<ch Is 
^;trong evidence that AFDC Is nc'^ a trap. Some however, do stdj AFDC 
for extended periods of time because they are poor for extende oerlods 
of tine. Still, there Is little evidence that It Is AFDC that Is trapping 
these women Into poverty. Rather, It Is likely that most of these women 
would be long-term poor with or without AFDC and that AFDC helps them 
avolo greater destitution during these periods. 

4. To the contrary, the decline In poverty among the elderly Is something 
to be celebrated It al so shows that Increased benefits. Indexed to Inflation, 
do r'Jduce poverty. It Is strong evidence that we should establish national 
minimum herr'^fit levels Indexed to inflation in AFDC. 

b. The Increase in poverty among children reflects the economic downturn 
^/*>lch has little effect on elderly poverty rates), the severe erosion 
of AFDC b€ne;:*s during a time of high inflation in the late 1970's and 
early 1980 's, buo^rt cuts heavily concentrated in programs for families 
with children and increases in the number of female-headed households. 

6. The significance is that working full-time is no longer enough to 
avoid poverty for many families. This is due to: 

• a decline in the real value of vhe minimum wage of nearly 20% 

since 1981. 

• sharp curtailment in AFDC oenefits i other benefits for working poor 

families, especially in the 1981 budget cuts. 

• sharply Increased federal tax burden: f'^ working poor families. 

All of these issues indicate that the nation needs to make a concerted 
effort, as one of our principal national priorities, to adopt new policies 
to coioat poverty amonq i-hildren. 
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RESPONSE OF CHARLES MURRAY TO ADDITIONAL WRITTEN QUESTIONS POSED BY 
REPRESENTATIVE S^CHEl^ER ^ 

Questions 

^ Cash plus in-kind transfers were about the same in 1977 and 19fa3 

Yet, the poverty rate» as you know, has increaseo from 11.6 percent to 
15.2 percent If Murray's tnesis were correct, it should have gone 
down. How do you explain this phenomer.jn'? Do you believe that the 
increase in unemployment from 7 1 percent in 1977 to 9 6 ^^ercent m 
1983, and the real Hecrease in benefits could explain the increase in 
the post-transfe poverty rate? 

- Or Gallaway argues on page 4 of his testimony that social 

welfare programs nave created "a sub>class of the American population 
that 15 detached from the mainstream of American economic li'e," That 
statement implies that e permanent population pool depends upon welfare 
for Its sustenance How do you explain the close correlation of increases 
in poverty with the overall performance of the economy? Indeed when 
unemployment rose it did in 1981 and 1982, so did the poverty rate. 
It would seem that the less fortunate in our society are inot^ed in 
"the mainstream of American economic life" because they are th^j first 
victims when things turn sour Do you agree? 

How long do most AFDC recipients stay on welfare'^ Would i^^ seem 
to you that welfare not the "trap" Mr Murray ir.plies, rathe., the 
President's "safety net" is a better metaphor' 

As you know, poverty among the elderly nas declined as proorams* 
like social security, which unlike AFDC is indexed co the rate of 
inflation, protect the agpd poor from the penis of poverty. Is this 
something you regret' 

What IS the significance, in your opimon, that while po/erty among 
the elderly, according to the CRS-CBO study Children Poverty declined 
from 2A percent m 1970 to 14 percent in 19837Tt has increased in 
children Irom 14.5 percent to over 22 percent in 1983? 

Acco-^dmg to the new CRS-CBO study jjn ldren m Poverty more tnan 
one>:-;xth of all poor children, 2 5 million, h^d at lea^t one parent 
enol eyed yea-^- round at a full-time job' What in your opir.ion li -he 
significance of this fact' 
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Charlts Murray's Answers 



I hvft euMiAed the vriuen questions submitied by Con|rtss«An Scheuer There trere 
ttz of Ui3a. tad I thall refer to thea u ordered Let ne prefece ay reaarkt by noUaf thet I 
deelt wi\h these issues in msf lestiaoAy. tad laai therefore ay tnsvers tre brief 

OMSttoA 1. I here no idea vhtt the question means by "Murray's thesis.' nor can I 
think of taything I hare vHtlen vould lead to the "prediction" iaputed to ae I do agree vith 
the proposition thai increases in uneaployswnt are decisirely linked to increases in porerty 
As I put it in Ifliinh fffW^^- 'U* <uie hu no fob. it aakee no difference hov auch the econoay 
grcnrs Forerty reaains.' (p 69) 

QMStlaat No Soae people are uneaployed because they cannot find a job no 
aattar hov hard they try Soae people are uneaployed because, although healthy, they 
cannot hold, or do not choose to accept, any job The notion of a peraanent underclass is basjd 
on evidence that the latter group is large and has been getting larger 

0»aet i aa 3. According to the data froa the Puiel Study of Incoae Ornaaics. 30i 
percent of all persons on the AFDC caseload at any giren aoaent of tiae during the study vas 
in the aidetefa veil on AFSC that TouM last for S or aore years More than three-fourths 
(77 A percent) vere in the aidst of a 9p»n of 3 years or longer If one prefers to argue that 
aoet ptiople are on AFDC for short periode of tiae. one auy instead count ereryone who has 
ever been on AFDC (eren for only a fev aonths). vhich balloons the deno^ator and thereby 
yields a roaier picture. (See Uary Je Bane and Da? id T.EUvood. Tht Ih'nMliCT rf PtPt Jdtfl Ct 
The Iteuies to Self-iiufflciencv. paper prepared for the Assistant Secretary for Plaaning and 
Eraluation. Departaeat of Health and Husua Serrieee. June 1913. Table 1 and diecuesioa. pp 7- 
14 ) Vith regard to the second half of the question, ay aasver is 'no ' 

QvaailaA 4. It is good that poverty has declined aaong the elderly, aa^ as I stated in 
ay testiaony. I think that the increases in Social Security had e great deal to do vith this 
trend 

QvMtiaa y The significance is thai a growing nuttber of single voaen who are un- 
tble to provide for the care of children by their ovn incoates are nonethelea choosiag to get 
pregant. bear, end keep children rather than not getting pregnant, or getting married, or 
hering an abortion, or putting th» '^hild up for adoptioa This is in ay vieir the aoet tragic 
and in the long tera aost profoundly destructire tread for poor coaauni Jes oi owr timt 

Qvaatlaa The significance of this faa is that S3 percent of Ml poor children ci ae 
froa faailiee in vhich no one worH regularly at a AiU tme |ob 
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